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Venture capital in Uttar Pradesh: Problems and Prospects 
Venture capital is the provision of capital for business ventures. It supports entrepreneurial talent 
with funds and business skills to exploit market opportunities with an aim to obtain capital gains. 
Studies on venture capital have highlighted a number of issues in venture capital funding. In this 
study the problems and prospects of venture capital in the state of Uttar Pradesh are studied. The 
structure of this stud} has been depicted in figure 1. 
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Chapter 1 Venture capital concepts ••• *0>\? F l S ^ S 
1.1 Definition of venture capital. 
Chris (1990) has defined Venture capital as the provision of risk bearing capital, usually in the 
form of a participation in equity, to companies with high growth potential. In addition, the venture 
capital company provides some value added services in the form of management advice and 
contribution to overall strategy. The relatively high risk of the venture capitalist is compensated by 
the possibility of high return, usually through substantial capital gains in the medium term. 
1.2 Distinguishing features of venture capital funding 
Venture capital has some unique characteristics that separate them from traditional sources of 
funds. Their investments which are in startups firms have firstly; a higher level of uncertainty, 
secondly; they have substantial asymmetric information, and thirdly; they typically have higher 
intangible assets and growth prospects. 
1.3 Process of venture capital consists of a number of steps that are undertaken by venture 
capitalist while investing in a company. They are as follows (Tyebjee & Bruno, 1986; Sagari & 
(iuidotti 1991). 
1. Deal origination-referral system is an important source of information for VC regarding 
the potential investors 
2. Screening-of proposals regarding their size of investment, geographical location and stage 
of financing is done for those proposals which are of interest to the VC 
3. Evaluation and due diligence- the risk and returns are estimated 
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4. Deal structuring-terms of deals are decided. These include details such as the amount of 
funding, the share the company, the contracts. VC negotiate deals to ensure a returns 
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commensurate with the risk, control the organization, minimize taxes, assure liquidity, and 
the right to replace management in case of poor performance 
5.Post investment activities and exit- VC involve themselves in major decisions and steer the 
company towards exit. Exit can be in four ways, initial public offer, acquisition by another 
compan}. and repurchase of the VCs share by the investee company, purchase of the VC 
share by third party. 
As shown in table 1, venture capital investment can be of various types 
Stage 
1 
II 
III 
IV 
V 
VI 
"Venture 
capital Type 
Seed 
Start up 
Expansion 
Mezzanine 
Buy out 
Turnaround 
Description status of project 
Supports an idea or concept or 
R&D 
Initiating Operations or 
developing prototypes 
Expansion in 
Production/marketing 
Last stage before public issue 
Acquisition of a product line 
business 
Re-establishment of business, 
turning around a sick company. 
Period 
7-10 
5-10 
3-7 
1-3 
1-3 
3-5 
Risk 
Extreme 
Very High 
Medium 
Low 
Low 
Medium to high 
1.4 Origin of venture capital -From its earliest beginnings on the East Coast of U.S. venture 
capital gradually expanded and became an increasingly specialized institution. During this period, 
the locus of the venture capital industry shifted from New York and Boston on the East Coast to 
Silicon Valley on the West Coast Florida (Richard & Martin Kenney, 1998). Development of 
venture capital in India can be understood in terms of the following phases, which are shown in 
table 2 
Table 2 
Time Period 
Key Features 
Phase I 
Pre-1995 
Formation of 
TD1CI 
Phase II 
1995-97 
Entry of 
FVCI 
Phase III 
1998-2001 
Emergence of 
India centric 
VC Firms 
Phase IV 
2002 onwards 
US VCs 
increasing 
appetite to invest 
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Amount $ Mn 
Number of Funds 
Primar) Stages 
Primary Sources of 
Funds 
Seed/early-stage ($ 
m) 
Number of 
Transactions 
Development ($ m) 
Number of 
Transactions 
Growth/maturity ($ 
m) 
Number of 
Transactions 
Total Number of 
Transactions 
Average Investment 
($m) 
30 
8 
Seed. Early-
stage and 
Development 
World Bank. 
Government 
5 
10 
25 
20 
-
-
30 
1 
125 
20 
Development 
Government 
15 
20 
110 
45 
-
-
65 
2 
2847 
50 
Early-stage 
and 
Development 
Overseas 
Institutional 
657 
273 
2168.1 
273 
21.9 
2 
548 
5.20 
in India • 
5239 
75 
Growth/Maturity 
Overseas 
Institutional 
250 
58 
3107 
288 
1882 
100 
446 
11.75 
Sources: TSJ Media and IVCA Publications (various years) 
1.5 Present status of venture capital in India -According to Indian Venture Capital 
Association (IVCA), India was ranked as the third most active venture capital market in the Asia 
Pacific region (excluding Japan). Venture Capital firms invested US$543mn across.98 deals in 
India during 2007; the amount invested during 2007 was slightly higher compared to 2006, which 
had witnessed 94 deals totaling $500 million. (Venture Intelligence, 2007) 
Table 3 Venture Capital, Analysis of Investments in 2002 and 2003 
Deal Stage 
Startup/Seed 
Early Stage 
Expansion 
No. Of Companies 
7 
9 
44 
Sum Invested 
27.98 
52.8 
345.82 
Average per deal 
3.11 
5.28 
7.36 
Later Stage 
Other/Unknown 
Total 2002 
Total 2003 
-> 
15 
77 
42 
4.56 
159.05 
590.21 
774.01 
2.28 
10.6 
7.03 
18.43 
Note: Amount in $ mn Source: 1VCA. 2000 
Chapter 2 - The state of Uttar Pradesh 
2.1 Introduction - Located in the northern part of India. The capital of Uttar Pradesh is 
Lucknow. Uttar Pradesh is a large state; it is divided into 4 regions, having 17 circles and 70 
districts. 
2.2 Economic condition of Uttar Pradesh - The state lags behind other Indian states in-terms 
of economic parameters like per capita income, capita income, growth rate, gross capital formation 
and credit deposit ratio. A report on Uttar Pradesh by planning commission(2007), government of 
India shows that: 
1. Industrialization is decisive for growth- it is observed that circles with higher shares in 
manufacturing output have larger per capita income. 
2. Investment climate needs to be enhanced -in order to achieve a higher growth a large 
amount of investment has to come from private sources, which is an overwhelming task. 
3. Inadequate private sector response annual survey of industries (ASI 1991-2002) data, 
shows a declining share of Uttar Pradesh as compared to other Indian states-
Chapter 3 Literature review 
3.1 Introduction- This chapter focuses on the existing research related to the problems and 
prospects of venture capital. It starts by stating the role of venture capital in economic 
development and value creation. After which the issues in venture capital funding are discussed. 
Finally an overview of the investment criteria used by venture capitalist in previous studies is 
discussed and the limitations of venture capital funding are stated. 
3.2 Role-of venture capital can in economic development- previous studies have shown that 
venture capital can help in numerous ways; 
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1. Small businesses pla) a crucial role in creating jobs and spurring innovation because of 
which importance given to the financing of small growth companies which impacts the 
state and regional economic growth and development (Barkley & Markley. 2001) 
2. Scfence literature and the business school literature both indicate the role of venture 
capital in facilitating innovation and technological progress (Allen & Hayward, 1990). 
3. Venture capital investments show a significant and positive role in innovation, new 
business formation and economic growth (Husasin & Wang, 2000). 
4. Venture capitalists act as catalyst for technological progress, thereby enhancing 
productivity and generating wealth for the entire economy (Koh & Koh, 2002). 
5. Entrepreneurship and new firm formation is important for economic growth Feldman 
(2001). Venture capital can channel capital to new and innovative firms thus allowing 
entrepreneurs to pursue their goals. As shown by (Birch 1979; Kirchoff, 1994). among 
newly created firms, highly innovative firms create a disproportionately greater share of 
net new jobs than those new firms with less innovation intensity. This can promote 
regional economic development (Belke, Fehn & Foster, 2003). 
6. Venture capital is a form of intermediation particularly well suited to support the creation 
and growth of innovative, entrepreneurial companies (Hellmann & Puri 2000, 2002; 
Kortum & Lerner 2000). Venture capital plays an important role in supporting 
entrepreneurial development and small business growth. (Sagari & Guidotti, 1991) 
3.3 Problems faced by entrepreneurs in raising Venture Capital 
Numerous studies have identified control issues and inexperienced management as problems faced 
by entrepreneurs in raising capital. Given below some obstacles faced by entrepreneurs' 
1. Transaction costs - the costs to an investor of appraising the risks and returns from an 
investment tend to be fixed and high relative to the size of the investment. 
2. Transaction size - venture capital investors typically require a minimum transaction size, 
which is often higher than the average funding requirement. 
3. Higher risk - for early stage (and particularly pre-revenue) companies - because the 
management team or the product and market may be unproven. 
4. Lackof exit options - there is no secondary market for trading in smaller firms' shares. 
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3.4 Assistance provided by venture capitalist 
In a study of BVCA & Bannock Consulting (2006), nearly 80% of the companies felt that their 
VCT managers had made a major contribution other than the provision of finance. When there is a 
gap in the management team. VC increases its involvement in the affairs of the investee company 
(Lerner, 1995). Acting through the board of directors, VCs also have the power to hire and fire the 
senior management of their portfolio companies 
Chapter 4 Research Methodology 
This chapter starts with the identification of the problem, the research gap and the scope of the 
study and then puts forth the various steps through which this study has been carried out. 
4.1 Identification of the problem 
Firstly, as shown in previous chapters, Uttar Pradesh is an economically backward state. 
Promoting industrialization has been identified as a means to increase the prosperity of the state 
(Uttar Pradesh Development Report, 2007). Secondly, venture capital through funding and 
providing value added services could help in economic development of a region. Thirdly, as 
discussed earlier entrepreneurs while raising venture capital face problems. 
4.2 Research Gap 
Black & Gilson (1998) illustrated how differences in capital market organization and regulation 
affects the development and behavior of the venture capital industry. Thus studying a nascent 
venture capital market such as Uttar Pradesh might also give more general knowledge about how 
venture capital markets are created and in doing so what are the difficulties and opportunities. As 
most of the researches on venture capital have been carried out abroad, consequently for India in 
general and Uttar Pradesh in particular there is a lack of earlier researches. 
4.3 Scope of the study 
The following aspects related to the problems and prospects of Venture Capital in Uttar Pradesh 
are covered: 
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1. Venture capitalists have certain evaluation criteria, which they use while judging the 
suitability of an investment proposal. This study tries to find how far investment proposals 
from Uttar Pradesh fulfill the investment criteria laid down by a venture capitalist. 
2. This study also tries to find out how venture capital can help in making Uttar Pradesh a 
more economically developed state 
3. In view of its developmental role, governments in many countries have played a direct and 
indirect role in promoting venture capital. This research studies the role, which the 
government of Uttar Pradesh can play in promoting venture capital. 
4. The effect of syndication in Uttar Pradesh is studied. 
5. Entrepreneurs face problems in raising capital (a funding gap exist for new and small 
entrepreneurs, as discussed in literature review). The problems faced by entrepreneurs in 
raising capital in Uttar Pradesh are studied. 
6. The scope of study covers the problems faced by entrepreneurs in raising venture capital. 
7. Expectations of entrepreneurs in Uttar Pradesh from venture capital are also studied. 
8. The sector-wise and stage-wise interest of venture capitalist is also studied 
4.4 Objectives of the study 
The perspective of venture capitalist are studied with regards to the following problems and 
prospects of Venture Capital in Uttar Pradesh: 
1. To study the importance of the various investment criteria used in evaluation of proposals 
and to ascertain how far the proposals in Uttar Pradesh meets these criteria. 
2. To decipher the role which ventures capital, can play in make Uttar Pradesh 
3. To probe the role which government of Uttar Pradesh in promoting venture capital 
4. To find out the sector-wise and stage-wise areas of interest in Uttar Pradesh. 
The perspective of entrepreneurs of Uttar Pradesh is studied with regards to the following 
problems and prospects of Venture Capital in Uttar Pradesh: 
1. To study the problems faced in raising Equity, Debt and Venture Capital. 
2. To study the importance of the various types of help sought from a venture capitalist. 
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4.5 Hypotheses development 
Hypothesis I (Evaluation criteria) 
Characteristics of entrepreneurs. Overall Significance test 
Hlao: There is no difference between the characteristics of entrepreneurs in Uttar Pradesh 
and the characteristics of entrepreneurs required by a venture capitalist. 
Significance test for differences in individual variables 
Hla(0: There is no difference in the leadership qualities of entrepreneurs in Uttar Pradesh and the 
leadership qualities required by a venture capitalist. 
Hla20: There is no difference in the integrity and commitment of entrepreneurs in Uttar Pradesh 
an'd the integrity and commitment as required by a venture capitalist. 
Hl„30: There is no difference in the long-term vision of entrepreneurs in Uttar Pradesh and the 
long-term vision as required by a venture capitalist. 
Hla40: There is no difference in the commercial orientation of entrepreneurs in Uttar Pradesh and 
the commercial orientation as required by a venture capitalist. 
Hla50: There is no difference in the technical expertise of entrepreneurs in Uttar Pradesh and the 
technical expertise as required by a venture capitalist. 
Hla60: There is no difference in the financial expertise of entrepreneurs in Uttar Pradesh and the 
financial expertise required by a venture capitalist. 
Hla70: There is no difference in the market knowledge of entrepreneurs in Uttar Pradesh and the 
market knowledge as required by a venture capitalist. 
Hla8o: There is no difference in the team handling ability of entrepreneurs in Uttar Pradesh and 
the team handling ability required by a venture capitalist. 
Characteristics of products 
Overall Significance test 
Hlb0: There is no difference between the characteristics of products and services in 
proposal from Uttar Pradesh and the characteristics of products and services 
required by a venture capitalist. 
Significance test for differences in individual variables 
Hlbi„: The presence of uniqueness in product and services in investment proposals from Uttar 
Pradesh is as per the requirement of Venture Capitalist. 
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Hlb2o: The presence of product prototype in investment proposals from Uttar Pradesh is as per 
the requirement of Venture Capitalist. 
Hlh3o: The presence of patent in investment proposals from Uttar Pradesh is as per the 
requirement of Venture Capitalist. 
Hlb4o: The presence of superiority in products and services in investment proposals from Uttar 
Pradesh is as per the requirement of Venture Capitalist. 
Characteristics of target market 
Overall Significance test 
Hlco: There is no difference between the characteristics of target market in proposal from 
Uttar Pradesh and the target market characteristics required by a venture 
capitalist. 
Significance test for differences in individual variables 
Hlc]0: There is no difference in the market size in proposal from Uttar Pradesh and the market 
size as required by a venture capitalist. 
Hlc2o: There is no difference in the market growth rate in proposal from Uttar Pradesh and the 
market growth rate as required by a venture capitalist. 
H1C30: There is no difference in the market competition in proposal from Uttar Pradesh and the 
market competition as required by a venture capitalist. 
Features of deal 
Overall Significance test 
Hld0: There is no difference between the features of deal in proposals from Uttar Pradesh 
and the features of deal required by a venture capitalist. 
Significance test for differences in individual variables 
Hldi0: The percentage share of equity (ownership) offered to venture capitalist in proposals from 
Uttar Pradesh is as per the requirement of venture capitalist. 
Hld2<>: The price of equity being offered to venture capitalist in proposals from Uttar Pradesh is 
as per the requirement of venture capitalist. 
Hld3o: The level of risk in proposals from Uttar Pradesh is as per the acceptance level of venture 
capitalist. 
Hld4o: The returns in proposals from Uttar Pradesh are as per the requirement of venture 
capitalist. 
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Hld5o: The willingness of other venture capitalist to participate in proposals from Uttar Pradesh 
is as per the requirement of venture capitalist. 
Hld6o: The provisions in contracts in proposals from Uttar Pradesh are as per the requirement 
of venture capitalist. 
Hld7.,: The ease of exit in proposals from Uttar Pradesh is as per the requirement of venture 
capitalist. 
Features of region 
Overall Significance test 
Hlco: There is no difference between the regional features of Uttar Pradesh and the 
regional features required by a venture capitalist. 
Significance test for differences in individual attributes 
Hlei0: There is no difference in the distance from office of venture capitalist in Uttar Pradesh 
and.the distance from office as required by a venture capitalist. 
Hle20: The clarity of rules and regulations in Uttar Pradesh is as per the requirement of venture 
capitalists. 
Hle3„: The stability of policies in Uttar Pradesh is as per the requirement of venture capitalists. 
Hle40: The infrastructure facilities in Uttar Pradesh are as per the requirement of venture 
capitalists. 
H1C50: The availability of trained manpower in Uttar Pradesh is as per the requirement of venture 
capitalists. 
Hle60: The law and order in Uttar Pradesh is as per the requirement of venture capitalists. 
Data for testing of the above Hypotheses was obtained from questions no. 1 and 2 of the 
questionnaire for Venture Capitalist. 
Null Hypotheses 2 and 3 (Role of venture capital and government) 
H2ao: Venture capital funding will make no difference in promoting economic development in 
Uttar Pradesh. 
H2b0: Venture capital funding will make no difference in making industrial unit in Uttar 
Pradesh more competitive. 
H3„: Government cannot promote venture capital funding in Uttar Pradesh. 
Data for resting of the above Hypotheses was obtained from questions 4, 5 and 6 of the 
questionnaire for Venture Capitalist 
Null Hypothesis 4 (Syndication) 
H40: Syndication cannot promote venture capital funding in Uttar Pradesh. 
Data for testing of the above Hypothesis was obtained from question no. 7 of the questionnaire for 
Venture Capitalist. 
Hypothesis 5 (Problems in equity and debt capital) 
Null hypotheses: 
H5ao: Entrepreneurs in Uttar Pradesh do not face problems in raising equity capital. 
H5b0: Entrepreneurs in Uttar Pradesh do not face problems in raising debt capital. 
H5C0: Entrepreneurs in Uttar Pradesh face no significant difference between problems in raising 
equity capital and problems in raising debt capital. 
H5di0: The problems faced in raising equity capital does not differ age- wise. 
H5d20: The problems faced in raising debt capital does not differ age- wise. 
H5ei0: The problems faced in raising equity capital does not differ location wise. 
H5e20: The problems faced in raising debt capital does not differ location wise. 
H5n0: Problems faced in raising equity capital does not differ gender wise. 
H5R0: Problems faced in raising debt capital does not differ gender wise. 
Data for testing of the above Hypotheses was obtained from question 2 (part a and b) of the 
questionnaire for Entrepreneurs of Uttar Pradesh. 
Null Hypotheses 6 (Problems in venture capital) 
H6ao: Entrepreneurs in Uttar Pradesh do not face problems in raising venture capital. 
H6b0: For the entrepreneurs of Uttar Pradesh the problems faced in raising venture capital does 
not differ age-wise. 
H6C0: For the entrepreneurs of Uttar Pradesh the problems faced in raising venture capital does 
not.differ location-wise. 
H6d0: For the entrepreneurs of Uttar Pradesh the problems faced in raising venture capital does 
not differ gender-wise. 
Data for testing of the above Hypotheses was obtained from question 4 of the questionnaire for 
entrepreneurs of Uttar Pradesh. 
Null hypotheses 7 (Assistance of venture capitalist) 
H7ao: Entrepreneurs in Uttar Pradesh do not expect non-financial assistance from venture 
capitalist. 
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H7b0: For the entrepreneurs of Uttar Pradesh the assistance expected from venture capitalist does 
not differ age-wise. 
H7C0: For the entrepreneurs of Uttar Pradesh the assistance expected from venture capitalist does 
not differ location-wise. 
H7d0: For the entrepreneurs of Uttar Pradesh the assistance expected from venture capitalist does 
not differ gender-wise 
Data for testing of the above Hypotheses was obtained from question 5 of the questionnaire for 
Entrepreneurs of Uttar Pradesh. In all 54 hypotheses were tested, 37 from the questionnaire of 
venture capitalist and 1 7 from the questionnaire of entrepreneurs of Uttar Pradesh. 
4.6, Sampling method and sample size 
The list of entrepreneur in Uttar Pradesh came from the entrepreneurs registered with Indian 
industry association (I1A). IIA is primarily composed of members from the state of Uttar Pradesh. 
Past researches have also used such sate specific industrial association to collected data on 
entrepreneurs (Barriera, 2004). For interval scaled variables the following formula given by 
Nargundkar (2008) is used to determine the sample size, N=(ZS/E) 
Where, N= Sample Size 
Z= Confidence Level 
S= Population standard deviation for the variable which we are trying to study. 
E= Tolerable error, expressed in the same units as the variables being measured. 
While the list of venture capitalist came from the Indian Venture Capital and Private Equity 
association (IVCA), New Delhi. In view of the limited number of venture capitalist in India, all 
the venture capitalists that are members (IVCA) were selected. 
Chapter 5 Data analysis and interpretation 
5.1 Introduction - For the venture capitalist an overview of the areas of interest for venture 
capitalist in Uttar Pradesh, stages of venture capital funding, criteria used by venture capitalist in 
evaluating-an investment proposal, role of venture capital in economic development, role of 
venture capital in industrial development, role of government in promoting venture capital and 
role of syndication in promoting venture capital is presented. While for the entrepreneurs data 
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related to entrepreneur's scale of business, funds requirement, problems in raising equity, 
problems in raising debt, problems in raising venture capital and assistance from venture capital 
funds has been presented. 
5.2 Findings of study 
1 
2 
4 
5 
6 
7 
8 
Entrepreneurship Characteristics 
Leadership Qualities 
Integrity and Commitment 
Long Term Vision 
Commercial Orientation 
Technical Expertise 
Financial Expertise 
Knowledge of Market 
Ability to handle a Team 
Average Rating 
Required 
3.94 
3.81 
3.44 
3.13 
3.93 
3.93 
4.38 
3.62 
Average Rating in 
Uttar Pradesh 
3.79 
3.62 
2.81 
3.06 
4.37 
3.81 
4.13 
3.43 
Product Characteristics 
Uniqueness 
Prototype Exist 
Patent Exist 
Superior Product 
Average Rating 
Required 
4.75 
3.18 
2.93 
2.75 
Average Rating in 
Uttar Pradesh 
3.44 
3.37 
3.25 
3.31 
Market Characteristics 
Large Size 
High Growth Rate 
Low Competition 
Average Rating 
Required 
3.50 
3.44 
3.43 
Average Rating in 
Uttar Pradesh 
3.44 
3.06 
3.19 
! 
i 
i 
i 
2 
4 
5 
6 
7 
Deal Characteristics 
Percentage share of equity (ownership) 
Price of equity being offered 
Low risk 
High returns 
Participation of other venture capitalist 
Provision in Contracts 
Option of exit (ease of exit) 
Average Rating 
Required 
3.43 
2.75 
4.68 
3.38 
3.25 
3.38 
3.50 
Average Rating in 
Uttar Pradesh 
3.18 
3.31 
3.25 
3.25 
3.81 
3.62 
2.87 
1 
2 
o 
J 
4 
5 
6 
Features of Region 
Distance office of venture capitalist 
Clarity in the rules and regulations 
Stability in policies 
Infrastructure facilities project 
Availability of trained manpower 
Conducive law and order 
Average Rating 
Required 
4.25 
3.31 
3.25 
3.44 
3.50 
3.81 
Average Rating in 
Uttar Pradesh 
2.50 
2.62 
2.56 
2.40 
2.68 
2.81 
1 
2 
4 
5 
6 
7 
Role of Venture Capital in Economic Development 
Spur Innovation 
Boost Entrepreneurship 
Identifying areas where Uttar Pradesh has a competitive advantage 
Generate employment 
Help in attracting investments from other sources 
Improve brand image of Uttar Pradesh 
Help government to formulate policies to promote industrialization 
Average Rating 
4.18 
3.31 
3.37 
4.56 
3.25 
3.31 
3.19 
ftffcSl* 
i 
1 
"> 
-> 
4 
5 
6 
7 
Role of Venture Capital in Industrial Development 
Better evaluation of projects 
Providing Strategic advice 
Providing managerial advice 
Expanding marketing networks 
Better management of financial resources 
Instill better governance 
Assisting in Manpower recruitment 
Average Rating 
3.56 
4.06 
3.25 
3.56 
3.43 
3.69 
3.44 
1 
2 
-> 
4 
5 
6 
7 
8 
9 
10 
Role of Government 
By providing better infrastructure 
Establishing incubation organizations 
Improving manpower issues 
Faster clearance of investment proposals 
Simplifying regulatory and legal issues 
Providing tax concessions 
Establishing State dedicated Venture Capital Fund 
Establishing special cell to oversee venture capital investments 
Clarifying the policies and procedures 
Ensuring stability in policies and procedures 
Average Rating 
3.56 
3.43 
3.31 
3.62 
3.18 
4.06 
3.19 
3.06 
3.08 
3.75 
1 
2 
4 
5 
Features of Syndication 
Better evaluation of investment proposal 
Sharing of risk 
Sharing of profit/loss 
Better management of venture 
Provides signals that the venture is good 
Average Rating 
3.37 
3.75 
2.93 
3.62 
3.50 
t t tSS^ 
1 
2 
4 
5 
6 
7 
8 
Problems in equity capital 
Funds are insufficient 
Difficult to convince others as there is a lack of trust 
Cost of fund is high 
Process is time consuming 
Collateral/Guarantee is required 
Excessive paper work 
Assurances are required 
Chances of obtaining finance are low 
Average Rating 
3.48 
4.29 
3.46 
3.20 
1.70 
3.41 
3.59 
3.42 
1 
2 
3 
4 
5 
6 
7 
8 
Problems in Debt Capital 
Insufficient Funds 
Difficult to convince as there is a lack of trust 
Cost of fund is high 
Process is time consuming 
Collateral/Guarantee is required 
Excessive paper work 
References/Assurances are required 
Chances of obtaining finance are low 
Average Rating 
1.66 
3.18 
3.38 
3.18 
4.49 
3.41 
3.51 
4.35 
1 
2 
3 
4 
5 
6 
7 
8 
Problems faced in venture capital 
Venture capitalist are unapproachable 
Venture capital is a costly source of raising capital 
Venture Capitalist interfere in business decisions 
Venture capital finances only high technology firms 
Confidentiality is lost 
Funds requirement are too small for Venture Capital funding 
Negotiations with venture capitalist are time consuming 
Chances of obtaining finance from are low 
Average Rating 
3.38 
3.59 
3.41 
3.48 
3.86 
3.12 
3.76 
3.52 
17 
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1 
2 
4 
5 
6 
7 
8 
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Assistance provided by venture capitalist 
Venture capital can provide funds for business 
Venture capital can improve the brand image of your company 
Venture capital provides help in strategic planning 
Venture capital can provide help in marketing 
Venture capital fund can provide technical assistance 
Venture capital fund can help in raising finance from other sources 
Venture capital fund can provide operational help 
Venture capital fund can recruit and train manpower 
Venture capital provides can improve corporate governance 
Average Rating 
4.29 
3.70 
3.08 
3.99 
2.52 
4.35 
2.49 
3.06 
2.74 
5.3 Summary of results 
1 
2 
4 
5 
No. 
Hlao 
Hlalo 
Hl^o 
Hla3o 
Hla4o 
Hypothesis 
There is no difference between the characteristics of 
entrepreneurs in Uttar Pradesh and the characteristics of 
entrepreneurs required by a venture capitalist. 
There is no difference in the leadership qualities of 
entrepreneurs in Uttar Pradesh and the leadership qualities 
required by a venture capitalist. 
There is no difference in the integrity and commitment of 
entrepreneurs in Uttar Pradesh and the integrity and 
commitment as required by a venture capitalist. 
There is no difference in the long-term vision of 
entrepreneurs in Uttar Pradesh and the long-term vision as 
required by a venture capitalist. 
There is no difference in the commercial orientation of 
entrepreneurs in Uttar Pradesh and the commercial 
orientation as required by a venture capitalist. 
Test 
Value 
T=-1.67 
P=0.116 
T--0.549 
P=0.591 • 
T= -1.211 
P=0.224 
T=-2.702 
P=0.016 
T=-0.436 
P=0.66 
Result 
Accepted 
Accepted 
Accepted 
Rejected 
Accepted 
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Hla5o There is no difference in the technical expertise of 
entrepreneurs in Uttar Pradesh and the technical expertise 
as required b> a venture capitalist. 
H a6o 
T=2.87 
P=0.0I2 
Rejected 
HI a7o 
HI ago 
There is no difference in the financial expertise of 
entrepreneurs in Uttar Pradesh and the financial expertise 
required by a venture capitalist. 
There is no difference in the market knowledge of 
entrepreneurs in Uttar Pradesh and the market knowledge 
as required by a venture capitalist. 
T=-0.76 
P=0.457 
Accepted 
There is no difference in the team handling ability of 
entrepreneurs in Uttar Pradesh and the team handling 
ability required by a venture capitalist. 
T=-l,23 
P=0.234 
T=-1.24 
P=0.233 
Accepted 
Accepted 
12 
HI bo There is no difference between the characteristics of 
products and services in proposal from Uttar Pradesh and 
the characteristics of products and services required by a 
venture capitalist. 
T=-1.12 
P=0.28 
HI trio The presence of uniqueness in product and services in 
investment proposals from Uttar Pradesh is as per the 
requirement of Venture Capitalist. 
HI b2o The presence of product prototype in investment proposals 
from Uttar Pradesh is as per the requirement of Venture 
Capitalist. 
13 Hlb3o The presence of patent in investment proposals from Uttar 
Pradesh is as per the requirement of Venture Capitalist. 
14 Hlb4o The presence of superiority in products and services in 
investment proposals from Uttar Pradesh is as per the 
requirement of Venture Capitalist. 
HI CO There is no difference between the characteristics of target 
market in proposal from Uttar Pradesh and the target 
market qualities required by a venture capitalist. 
T--5.88 
P=0.000 
T=0.783 
P=0.446 
T=0.306 
P=0.764 
T=2.218 
P=0.042 
Accepted 
Rejected 
Accepted 
Accepted 
Rejected 
T=-1.789 
P=0.94 
Accepted 
H; clo There is no difference in the market size in proposal from T= -0.34 Accepted 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
Hlc:o 
HIc3o 
HI do 
Hldio 
Hld2o 
Hld3o 
Hld4o 
Hldso 
Hld6o 
HIdVo 
Hleo 
Uttar Pradesh and the market size as required by a venture 
capitalist. 
There is no difference in the market growth rate in 
proposal from Uttar Pradesh and the market growth rate as 
required by a venture capitalist. 
There is no difference in the market competition in 
proposal from Uttar Pradesh and the market competition 
as required by a venture capitalist. 
There is no difference between the features of deal in 
proposals from Uttar Pradesh and the features of deal 
required by a venture capitalist. 
The percentage share of equity (ownership) offered to 
venture capitalist in proposals from Uttar Pradesh is as per 
the requirement of venture capitalist. 
The price of equity being offered to venture capitalist in 
proposals from Uttar Pradesh is as per the requirement of 
venture capitalist. 
The level of risk in proposals from Uttar Pradesh is as per 
the acceptance level of venture capitalist. 
The returns in proposals from Uttar Pradesh are as per the 
requirement of venture capitalist. 
The willingness of other venture capitalist to participate in 
proposals from Uttar Pradesh is as per the requirement of 
venture capitalist. 
The provisions in contracts in proposals from Uttar 
Pradesh are as per the requirement of venture capitalist. 
The ease of exit in proposals from Uttar Pradesh is as per 
the requirement of venture capitalist. 
There is no difference between the regional features of 
Uttar Pradesh and the regional features required by a 
P=0.736 
T=-1.934 
P=0.07I 
T=-0.902 
P=0.381 
T=-I.19 
P=0.09l 
T=-1.52 
P=0.148 
T= 2.57 
P=0.021 
T=-8.41 
P=0.000 
T=-0.86 • 
P=0.40 
T= 3.00 
P=0.009 
T= 1.13 
P=0.27 
T=-2.611 
P=0.02 
T=-12.10 
P=0.000 
Accepted 
Accepted 
Accepted 
Accepted 
Rejected 
Rejected 
Accepted 
Rejected 
Accepted 
Rejected 
Rejected 
20 
28 
1 
1 
1 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
To" 
41 
Hlelo 
H 1 e:o 
Hle3o 
Hle4o 
Hle5o 
Hle6o 
H2ao 
H2bo 
H3o 
H4o 
H5ao 
H5bo 
H5co 
H5d,o 
venture capitalist. 
There is no difference in the distance from office of 
venture capitalist in Uttar Pradesh and the distance from 
office as required by a venture capitalist. 
The clarity of rules and regulations in Uttar Pradesh is as 
per the requirement of venture capitalists. 
The stability of policies in Uttar Pradesh is as per the 
requirement of venture capitalists. 
The infrastructure facilities in Uttar Pradesh are as per the 
requirement of venture capitalists. 
The availability of trained manpower in Uttar Pradesh is 
as per the requirement of venture capitalists. 
The law and order in Uttar Pradesh is as per the 
requirement of venture capitalists. 
Venture capital funding will make no difference in 
promoting economic development in Uttar Pradesh. 
Venture capital funding will make no difference in making 
industrial unit in Uttar Pradesh more competitive. 
Government cannot promote venture capital funding in 
Uttar Pradesh. 
Syndication cannot promote venture capital funding in 
Uttar Pradesh. 
Entrepreneurs in Uttar Pradesh do not face problems in 
raising equity capital. 
Entrepreneurs in Uttar Pradesh do not face problems in 
raising debt capital. 
Entrepreneurs in Uttar Pradesh face no significant 
difference between problems in raising equity capital and 
problems in raising debt capital. 
The problems faced in raising equity capital does not 
T=-12.00 
P=O.GOG . 
T=-8.57 
P-0.000 
T=-4.44 
P=0.001 
T=-4.37 
P=0.001 
T=-6.35 
P=0.001 
T=-4.615 
P=0.000 ' 
T=3.915 
P=0.001 
T= 4.216 
P=0.009 
T= 3.533 
P=0.03 
T= 2.69 
P-0.017 
T=15.73 
P=0.000 
T=19.38 
P=0.000 
P=0.779 
F=0.892 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Rejected 
Accepted 
Accepted 
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42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
Hd2o 
H5elo 
H5e2o 
H5no 
H5i5o 
H6ao 
H6bo 
H6co 
H6do 
H7ao 
H7bo 
H7co 
H7do 
differ age- wise. 
The problems faced in raising debt capital does not differ 
age- wise. 
The problems faced in raising equity capital does not 
differ location wise. 
The problems faced in raising debt capital does not differ 
location wise. 
Problems faced in raising equity capital does not differ 
gender wise. 
Problems faced in raising debt capital does not differ 
gender wise. 
Entrepreneurs in Uttar Pradesh do not face problems in 
raising venture capital. 
For the entrepreneurs of Uttar Pradesh the problems faced 
in raising venture capital does not differ age-wise. 
For the entrepreneurs of Uttar Pradesh the problems faced 
in raising venture capital does not differ location-wise. 
For the entrepreneurs of Uttar Pradesh the problems faced 
in raising venture capital does not differ gender-wise 
Entrepreneurs in Uttar Pradesh do not expect non-fmancial 
assistance from venture capitalist 
For the entrepreneurs of Uttar Pradesh the assistance 
expected from venture capitalist does not differ age-wise. 
For the entrepreneurs of Uttar Pradesh the assistance 
expected from venture capitalist does not differ location-
wise. 
For the entrepreneurs of Uttar Pradesh the assistance 
expected from venture capitalist does not differ gender-
wise. 
P=0.445 
F=0.639 
P=0.590 
F=1.127 
P=0.346 
F=0.986 
P=0.435 
F=0.423 
P=0.516 
F=0.463 
P=0.497 
P=0.000 
T-5.46 
F= 0.423 
P=0.516 
F=1.384 
P=0.221 
F=1.639 . 
P=0.201 
P=0.001 
T=3.33 
F=2.655 
P= 0.048 
F=0.609 
P=^ 0.723 
F=0.672 
P= 0.413 
Accepted 
Accepted 
Accepted 
Accepted 
Accepted 
Rejected 
Accepted 
Accepted 
Accepted 
Rejected 
Rejected 
Accepted 
Accepted 
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Chapter 6 Conclusions and recommendations 
6.1 Conclusions - Venture capitalists find investment proposals from Uttar Pradesh attractive 
enough in terms of the entrepreneurs, products and services, target market and deal, but venture 
capitalists are not satisfied by the regional features. Venture capitalists can help in development of 
Uttar Pradesh and venture capital can be promoted by government and through syndication. 
Entrepreneurs in Uttar Pradesh face problems in raising equity, debt and venture capital 
irrespective of their age, location and gender and expect non-financial from a venture capitalist. 
6.2 Recommendation 
The following are the recommendations to the government of Uttar Pradesh 
1. Provide better infrastructure- Infrastructure facilities should be improved. 
2. Establish incubators- government should set up more incubation centers. 
3. Improve manpower issues - As investments of venture capitalist are in new and emerging 
areas they may face a shortage of manpower. Government should undertake policies to 
ensure the availability of manpower. 
4. Faster clearance of investment proposals and more transparency and stability in the 
policies - In a competitive environment, good governance is as an important pre-requisite 
for attracting investment. 
5. Provide Tax concessions- government can provide monetary incentives in the form of 
cheap land and tax concession to investment proposals financed by venture capitalists. 
6. Establish state dedicated venture capital funds - As proposed in the industrial policy of UP-
2004, a state dedicated venture capital fund should be established in Uttar Pradesh. 
7. Establish special cell to oversee venture capital investment in Uttar Pradesh - There should 
be a special cell to oversee venture capital investments. 
8. Persuade venture capitalist to open offices in Uttar Pradesh -, If venture capitalists open 
their offices in Uttar Pradesh they may fund more investments from Uttar Pradesh. 
The following are recommendations to the entrepreneurs of Uttar Pradesh 
1. Venture capitalists are unapproachable-. Entrepreneurs should try to approach venture 
capitalists through some references. 
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2. Venture capital is a costl\ source of raising capital - cost is high as venture capitalist also 
provides non-tlnancial help to improve chances of success of a business. 
3. Venture capitalist interferes in business decisions - They use their expertise so that the 
venture has better chances of being successful. 
4. Funds requirement for new venture are too small - the entrepreneur can approach micro 
venture capital funds such as Aavishkaar India micro venture capital fund. 
5. Negotiations with venture capitalist are time consuming-venture capitalists evaluates and 
investment opportunity, which can take time. 
6. Chances of obtaining finance from Venture Capital are low- Entrepreneurs should ensure 
that their proposal fulfills the investment criteria and approach the venture capitalists 
considering the area of interest of venture capitalists and the stage of their business. 
The following are recommendations to the venture capitalist 
1) Venture capital should syndicate investments- it provides a number of benefits to venture 
capital investments it can be used for funding investment proposal from Uttar Pradesh. 
2) Open offices in Uttar Pradesh- If venture capitalists consider opening offices in Uttar 
Pradesh it may help them in not only financing and monitoring projects in Uttar Pradesh 
but aid in their operation throughout eastern India. 
3) Educate entrepreneurs on the concept of venture capital and problems faced - This will 
help entrepreneurs to appreciate the nuances of venture capital. 
4) Reduce their minimum funding size per deal - The average size of venture capital 
investment in the year 2006 was $7mn Rs 35 crores (IVCA, 2006). This is beyond the 
requirement of most entrepreneurs. 
5) Fund more investment proposals - There can be opportunities to finance investment as 
Uttar Pradesh has number of reputed scientific and industrial research institutes. 
6.3 Limitations of the study 
This study on the problems and prospects of Venture Capital in Uttar Pradesh has a number of 
limitations, which can be stated as follows: 
1) Empirical findings related to the problems and prospects of venture capital might differ 
from the perception. 
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2) As no previous studies exist for Uttar Pradesh, this study uses the criteria and issues 
highlighted in previous studies conducted for different parts of the world. 
3) This study relies on information reported by venture capitalist. Several scholars have 
criticized studies based on venture capitalists' self reports. 
4) Venture capitalists are not rational decision makers (Sahlman & Stevenson 1985) they fnay 
suffer from preconceived notions, which may affect their responses in this study. 
5) Perception of venture capitalist pertaining to the economic growth might differ from the 
empirical findings. But even with empirical research assessing the economic impact of 
venture capital becomes quite difficult, 
6) Venture capitalists have stated how Uttar Pradesh government can promote venture 
funding in the state of Uttar Pradesh. But the state government cannot undertake all such 
decision without the support of central government. 
7) This study uses survey method to collect data from a sample. The time and cost factor 
restricts the size of sample. A small sample may not represent the population correctly. 
Bias may occur if the sample selected for study is not really representative of the 
population. 
6.4 Directions for future research 
The following are some of the further studies that can be carried out on venture capital. 
1) Further studies can be conducted having a sector specific focus, which may provide deeper 
insights. 
2) This study finds the prospects of Venture Capital in general irrespective of the funding 
stage. Further studies can be conducted stage-wise for venture capital Funding. 
3) Many other issues related to venture capital, which have been discussed in literature review 
chapter 3, can be studied in future research. 
4) This study is based on the perspectives empirical research can be carried out to gain further 
insights into the research topic. 
5) Problems and prospects of venture capital can be studied for other states as well. 
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PREFACE 
In a scenario where newer technologies are being developed at a fast pace the future 
growth of any economy depends to a large extent on how fast technical innovations can 
be commercialized. But new and untried ideas have a high level of uncertainty and thus 
are not able avail funds from the traditional financial sources such as equity and debt. 
Therefore there is a need to explore other sources of funds suitable for financing new and 
innovative proposals. 
Financial intermediaries such as venture capital funds can promote technological 
innovation and industrial growth by providing risk capital and funds to those 
entrepreneurs who have the highest probability of developing new products, production 
processes and competitive production facilities. Studies conducted on venture capital 
have highlighted its role related to the various aspects of economic development along 
with the problems faced in venture capital funding. 
The present research tries to study the problems and prospects of venture capital for an 
economically underdeveloped state such as Uttar Pradesh. This thesis is divided into six 
chapters. Chapter 1 introduces the concept of venture capital, which emerged as a source 
of finance in USA after the II world war and has subsequently been used in different parts 
of the world. 
Chapter 2 highlights the economic conditions of Uttar Pradesh. It shows that Uttar 
Pradesh lags behind other developed states on various economic parameters. Further it 
has been suggested that industrialization is necessary for the economic development of 
Uttar Pradesh. 
Chapter 3 focuses on the existing research related to the problems and prospects of 
venture capital. It starts by stating the role of venture capital in economic development 
and value creation. After which the issues in venture capital funding are discussed. 
XVI 
Finally an overview of the investment criteria used by venture capitalist in previous 
studies is discussed and the limitations of venture capital funding are stated. 
Chapter 4 deals with the research methodology. It focuses on the justification of the study 
and it highlights the methods used in the study. 
Chapter 5 presents the analysis of data collected in this study. Firstly, a descriptive 
analysis of the underlying variables is presented which is followed by statistical analysis 
of the data collected from the venture capitalist and the entrepreneurs. 
Chapter 6 gives the conclusions and recommendations, which are followed by the 
limitations and directions of future research. 
Ahmar Uddin Mohd. 
xvu 
Chapter 1 
Venture Capital - Concepts 
1.1 Introduction 
The activity of financing entrepreneurs has actually existed almost as long as 
entrepreneurs themselves. The two most important and established sources of finance for 
small firms are the owners themselves (Rosen, 1998) and commercial banks (Meyer, 
1998). Funding of business ventures usually poses a dilemma for entrepreneurs because 
to begin with, many a times entrepreneurs do not have funds to finance ventures from 
their own funds and then, in general private banks are also usually unwilling to lend 
money to a small and newly established firms (Rangarajan, 1980). 
Venture capital is source of finance, which can help an entrepreneur in obtaining funds 
for business. Venture capital has some unique characteristics that separate them fi-om 
traditional sources of funds. Their investments which are in startups firms have firstly; a 
higher level of uncertainty, secondly; they have substantial asymmetric information, and 
thirdly; they typically have higher intangible assets and grow t^h prospects. 
1.2 Definition of venture capital 
Venture capital as the name suggest is the provision of capital for business ventures. It 
supports entrepreneurial talent with funds and business skills to exploit market 
opportunities with an aim to obtain capital gains. 
Venture capital is a form of intermediation particularly well suited to support the creation 
and growth of innovafive, entrepreneurial companies (Hellmann & Puri 2000, 2002; 
Kortum & Lemer, 2000). It specializes in financing and nurturing companies at an early 
stage of development (start-ups) that operate in high-tech industries. For such companies 
the expertise of the venture capitalist, its knowledge of markets and of the entrepreneurial 
process, and its network of contacts are most useful to help unfold their grov^h potential 
(Bottazzi, Da Rin & Hellmann, 2004; Gompers, 1995; Hellmann & Puri, 2002; Lemer, 
1994, 1995; Lindsey, 2003). 
There are various consistent definitions of venture capital; Chris (1990) has defined 
Venture capital as the provision of risk bearing capital, usually in the form of a 
participation in equity, to companies with high growth potential. In addition, the venture 
capital company provides some value added services in the form of management advice 
and contribution to overall strategy. The relatively high risk of the venture capitalist is 
compensated by the possibility of high return, usually through substantial capital gains in 
the medium term. In India Pandey (1995) have provided the following definition. Venture 
capital is an investment in the form of equity, quasi-equity and sometimes debt, straight 
or conditional (interest and principal payable when the venture starts generating sales), 
made in a new or untried technology, or high risk venture, promoted by a technically or 
professionally qualified entrepreneur, where the venture capitalist 
• Expects the enterprise to have a very high growth rate 
• Provides management and business skills to the enterprise 
• Expects medium to long term gains 
• Does not expect any collateral to cover the capital provided 
Another definitions of venture capital as per Wright & Robbie (1998), "venture capital 
is investment by professional investors of long-term, unquoted, risk equity finance 
in new firms where the primary reward is capital gain supplemented by dividend 
yield". Similarly, The United states National Venture Capital Association defines venture 
capital as "money provided by professionals who invest alongside management in young, 
rapidly growing companies that have the potential to develop into significant economic 
contributors" (NVCA, 2002). Gompers & Lemer (1999) define venture capital as the 
investment activities of professional funds that purchase equity or equity-linked stakes in 
new, unquoted firms, private equity includes funds devoted to venture capital, leveraged 
buyouts, consolidations, mezzanine and distressed debt investments, and a variety of 
hybrids such as venture leasing and venture factoring. 
1.3 Process and structure of venture capital 
Process of venture capital consists of a number of steps that are undertaken by 
venture capitalist while investing in a company. They are as follows (Tyebjee & 
Bruno, 1986; Sagari & Guidotti 1991). 
1. Deal origination-referral system is an important source of infonnation for VC 
regarding the potential investors 
2. Screening-of proposals -regarding their size of investment, geographical 
location and stage of financing is done for those proposals which are of 
interest to the VC 
3. Evaluation and due diligence- the risk and returns are estimated 
4. Deal structuring-terms of deals are decided. These include details such as the 
amount of fiinding, the share the company, the contracts. VC negotiate deals 
to ensure a returns commensurate with the risk, control the organization, 
minimize taxes, assure liquidity, and the right to replace management in case 
of poor performance 
5. Post investment activities and exit- VC involve themselves in major 
decisions and steer the company towards exit. Exit can be in four ways, initial 
public offer, acquisition by another company, and repurchase of the VC's 
share by the investee company, purchase of the VC share by third party 
Figure 1-1 The Venture Capital Process 
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Structure of the venture capital market 
There are three major players, which dominate the US venture capital industry: 
1) The institutional investor (provider of capital) 
2) The entrepreneurial firm that receives the fund (use of capital) and 
3) The agency or agent who stands between the two and identifies, screens, 
transacts monitors and raises additional fiinds. 
The venture capital business model is based on the selection of young growth companies 
with a good risk-return profile, financing them with external equity or similar forms of 
capital and nurturing them with management support before selling them at a higher 
valuation. The venture capitalist tries to collect money from investors. He has to convince 
the investors by clearly communicating his investment approach (Silver, 1985; 
Schroeder, 1992) 
As shown in figure 1-2 financial capital flows from limited partners such as pension 
funds, individuals, insurance companies, corporations, into the venture capital funds. 
When sufficient capital is available the fund is closed and the venture capitalist makes his 
first call of capital, i.e. investors actually pay a first share of the capital they have 
committed (Smith & Smith, 2000). The venture capitalist usually calls on the committed 
capital when there are immediate attractive opportunities for investment thereby ensuring 
the best performance possible of the fund since there are no opportunity costs that need to 
be earned on capital that has not been called yet. 
After that the venture capitalist starts to make portfolio investments, which typically lasts 
two or three years (Smith & Smith, 2000). He tries to create deal flow; i.e. he actively 
seeks to find potential investee on the one hand, and he tries to promote the fund in order 
to attract entrepreneurs on the other hand (Silver, 1985). 
The next step is the analysis of potential portfolio companies. In this staged process, the 
ventures are first screened to check whether they fit in the strategy of the VC. If so they 
then are compared to a number of explicit and implicit criteria and finally a formal and 
costly due diligence is conducted. If both parties are then still interested in the deal, the 
conditions of the investment are negotiated and the investment is made. 
Also he monitors the portfolio company to ensure an efficient use of the funds 
provided (Gorman& Sahlman, 1989; Sapienza, 1992; Duffner, 2003). 
Finally Venture capitalists seek to exit portfolio companies within approximately ten 
years after the first closing of the fund. 
Figure 1-2 Venture Capital Flows 
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The VC process involves transactions charges such as: the annual fee, a 2-3 per cent 
management fee and 15-20 per cent interest carried on capital gain. These are built-in 
incentives for the agent to carry out his role because, it is not easy for institutions to 
make the connection to the entrepreneurial company directly and effectively conclude 
deals with them. 
This, however, leads to a constant tug of war between the Limited Partners and the 
General Partners. Limited Partners are always suggesting that General Partners are 
iliaking too much money or that management fees are too high. The General Partners 
retort with arguments to the contrary. While these terms have stabilized somewhat, 
there is constant pressure on both sides. 
1.4 Stages of Venture capital financing stages 
Depending on the requirements of funds of an enterprise, Venture capital funding can 
be of various types. Classification of venture funding is done depending on how the 
funds are used by the recipient enterprise. The table shown below outlines the various 
types of venture capital, the description of project (usage), the duration of financing 
and the risk involved in venture funding. 
Table 1-1: Venture Capital Financing Stages 
Stage Venture Description status of project Period Risk 
capital Type 
I Seed Supports an idea or concept or 7-10 
R&D 
Extreme 
II Start up 
III Expansion 
IV Mezzanine 
Initiating Operations or 
developing prototypes 
Expansion in 
Production/marketing 
Last stage before public issue 
5-10 Very High 
3-7 
1-3 
Medium 
Low 
V Buy out Acquisition of a product line 1-3 Low 
business 
VI Turnaround Re-establishment of business, 3-5 Medium to high 
turning around a sick company. 
Lorenz, 1989 
Stages of Venture capital financing stages and Company life cycle -Growth of an 
enterprise follows a life cycle and the requirement of funds also varies as per the stage of 
life cycle. At each stage of a company's lifecycle different funding methods are suitable. 
A further explanation of the venture capital stage of financing and the financial 
requirements of a venture at different stages of its lifecycle are illustrated below. A 
relationship is shown between the venture capital financing stages, company life cycle 
stage, the expected profit/loss, sources of financing and the key managerial challenges. 
Figure 1-3 Financing Stages and the Company Life Cycle 
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1.5 Why entrepreneurs opt for venture capital 
The most common source of funds for entrepreneur the personal savings, credit cards, 
loans from friends and family and loans against property. Even though entrepreneurs 
typically are not able to invest sufficient amounts of money, some may be. But even for 
them there are high costs involved with it. The entrepreneur's personal fate will be 
closely tied in with the company. This is because the capital paid in by the entrepreneur is 
fully liable. If the entrepreneur finances with equity, the money is fully lost in the case of 
insolvency. If he finances with debt, many legal environments are very restrictive. Self-
finance by an entrepreneur who is not wealthy and uses all cash he can get is called 
bootstrapping. 
The high uncertainties concerning the development of young growth companies, their 
missing track record concerning the repayment of credits and their inability to provide a 
collateral are factors that, in combination with a conservative strategy of the banking 
industry, lead to a situation in which debt capital for young growth companies, at least in 
the early stages of their development is virtually not available. 
Entrepreneur faces problems in raising funds from capital markets and lending 
institutions because: 
1. Many start-up firms require considerable capital. A firm's founder may not have 
adequate funds to finance these projects single-handedly and might therefore seek 
outside financing. Entrepreneurial firms are characterized by significant intangible 
assets, expect years of negative earnings and have uncertain prospects. Such firms are 
usually unlikely to receive bank loans or other debt financing. (Gompers & Lemers, 
1999). This problem is ftirther compounded when the lending institutions are in the 
public sector and open to wide public scrutiny, thus they tend to be risk averse. 
(Planning Commission New Delhi, 2006). 
2. Early stage ventures cannot depend on the conventional modes of raising equity 
finance because these are not designed to handle substantial informational 
asymmetries or to cater to the need for mentoring. Moreover the standard mode of a 
market flotation may not be a viable option for such ventures, which often start on a 
small scale. The major issue in the funding of early stage technology ventures is the 
asymmetry in the information available to the three partners - the technologist, the 
entrepreneur and the financier. Because of this they may have widely varying 
perceptions of the prospects for the enterprise. The role of the VC funding system is 
to devise financing and management agreements that accommodate these variations 
in information and perceptions. The informational asymmetries make it difficult to 
raise debt type financing for early stage ventures. Early stage ventures often have a 
iS&Sl 
low equity base and lack a cash flow, which can sustain debt finance. Hence the 
classical route of loan financing fi-om a development finance institution will not work. 
3. Capital markets overlook small business opportunities because of high information 
and transaction cost (Premus, 1985; Smith & Smith, 2002). 
4. Risk measured in terms of the default rate is high for new enterprise (Rangarajan, 
1980). In developing countries the default rate has been found to vary between 10 to 
60 percent (Anderson, 1982). Due to the high-risk lenders is reluctant to fund such 
enterprises). 
5. Lenders require collateral for giving loans and most entrepreneurs of new enterprises 
are unable or unwilling to provide adequate security (Pandey, 2003). 
6. The literature on capital constraints documents that an inability to obtain external 
financing limits many forms of business investment. (Glenn, 1996). These show that 
capital constraints appear to limit research-and-development expenditures, especially 
in smaller firms. (Hall, 1992; Hao & Jaffe 1993; Himmelberg & Petersen 1994). 
Inadequate supply and high costs of SMEs funding, the so-called 'SME finance gap', 
often leads to a shortage of firms between the smallest micro-enterprises and larger firms. 
The problem of the 'missing middle' is often worsened by government policies that favor 
larger firms for financial access, for example, through collateral requirements imposed on 
the banking sector. 
Given the fact that lack of financing is typically most prominent at early stages of 
enterprise development, measures, either directly through subsidies or indirectly through 
participation in private sector projects, are crucial at this stage. As the figure 1-4, below 
demonstrates, this early stage represents the so-called 'Valley of Death', which can be 
bridged by venture capital funds. 
On the other hand the problems in financing of new start ups proves to be beneficial to 
VC. In the light of empirical data, Amit et al. (1998) concluded that venture capitalists 
exist because the market for entrepreneurial finance is characterized by informational 
asymmetries and moral hazard. Because venture capitalists can reduce these market 
failures, they have an advantage over other investors in providing funds for new ventures. 
Figure 1 -4 Financing Cycle 
Secoudaiy 
Oft'eiiags 
y. 
VCs. Acquisitions Mergers & 
Strategic Alliances 
Source: Cardullo, 1999. 
1.6 Evolution Of Venture Capital 
Literature related to the evolution of Venture capital highlights the peculiar problems h 
faced in different parts of the world and the pivotal steps, which led to its establishment. 
For centuries, wealthy individuals have invested in risky ventures in the hopes of 
securing good returns. Such investments can be traced back at least as far as the 
involvement of merchants in organizing syndicates to finance long-distance trading 
ventures. The financing for firms participating in the industrial revolution came from 
merchants and other wealthy individuals willing to back entrepreneurs in building 
manufacturing facilities or exploiting a new technology (Kenney 2000). 
Prior to World War Two, the source of capital for entrepreneurs everywhere was either 
the government, government-sponsored institutions meant to invest in such ventures, or 
informal investors as termed" Angels" (individuals who are not professional investors in 
startups.) and usually had some prior relationship to the entrepreneur (Kermey & Burg, 
2000). The term, "Venture Capital" was first used by Jean Witter, during his presidential 
address to the 1939 Investment Bankers Association of America convention (Reiner, 
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1989). In general, throughout history private banks have been unwilling to lend money to 
a newly established firm, because of the high risk and lack of collateral. During the 
1930's in both the U.S. and the U.K. there were discussions of the lack of investment 
capital for small businesses. In U.K., the 1931 Macmillan Report identified a shortage of 
private sector funds for supporting small business. The report started a debate both in 
U.K. and U.S discussing how funds can be provided for the small businesses, which were 
severely affected by the depression. 
1.6.1 Venture capital in USA 
After World War Two, a set of intermediaries emerged in the U.S. who specialized in 
investing in young firms having the potential for extremely rapid growth. From its 
earliest beginnings on the East Coast of U.S. venture capital gradually expanded and 
became an increasingly professionalised institution. During this period, the locus of the 
venture capital industry shifted from New York and Boston on the East Coast to Silicon 
Valley on the West Coast Florida (Richard & Martin Kenney, 1998a). 
The first venture capital funds were family owned set up by wealthy families, such as the 
• Rockefeller family, L S Rockefeller in particular, whose investments included 
the eastern airlines which was one of the earliest commercial airlines 
• J. H Whitney & Company's, Jock Whitney is also considered as one of the 
industry's founders. 
• 
These families established offices and hired professional managers to discover, evaluate, 
and invest in small companies with superior growth prospects. Though each of them 
changed many of their organizational characteristics, some of these funds are still active; 
Rockefeller (Venrock) and Whitney (J.H. Whitney) funds are still there. 
The origins of the formal venture capital industry are generally identified with the 
American Research and Development Corporation (ARDC), which was formed in 1946. 
George Doriot of Harvard business school and MIT President Karl Compton spearheaded 
ARDC. ARDC made high-risk investments into emerging companies that were based on 
technology developed for World War II. ARDC was not only the first but also one of the 
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most successfully VC firms. ARDC's objective was stated to be "build creative men and 
their companies. The capital gain was a reward not a goal. ARDC served a the first 
venture capital fund, acting as a financial intermediary for investors wishing to invest in 
new and growing business. Its first investment worth $6 million in shares of digital 
equipment corporation, a new company at that time grew phonemically in the market 
value to return $360 million. (Gompers and Lemer, 1999) 
The second major important step in development of venture capital was the enactment of 
the small business act 1958, by US government, which led to the formation of small 
business investment companies (SBIC). It permitted individuals to form SBICs with 
private funds as paid-in capital and then they could leverage their paid in capital to 
borrow money up to a limit that increased over time with government guarantees. There 
were also tax and other benefits, such as income and a capital gains pass-through. 
The SBIC program also provided a vehicle for banks to circumvent the depression-era 
laws prohibiting commercial banks from owning more than 5 percent of any industrial 
firm. The banks' SBIC subsidiaries allowed them to acquire equity in small firms. This 
made even more capital available to fledgling firms, and was a significant source of 
capital in the 1960s and 1970s. The final investment format also permitted SBICs to raise 
money in the public market. (Gompers and Lemer 1996, 1998) 
The SBIC program experienced serious problems. One problem was that as a government 
agency it was very bureaucratic having many rules and regulations that were constantly 
changing. The situation deterioted to such an extent that, in 1965 Federal criminal 
prosecution was necessary to rectify the misappropriation of funds, incompetence, and 
fraud undertaken by some SBICs. By one estimate, "nine out of ten SBICs had violated 
agency regulations and dozens of companies had committed criminal acts" (Bean 2000). 
Many public SBICs failed and/or were liquidated by the mid-1970s. After the mid-1970s, 
with the exception of the bank SBICs, the program was no longer important to the 
venture capital industry (Kenney, 2002). 
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Despite the corruption, something valuable also occurred. Particularly in Silicon Valley, 
several individuals used their SBICs to leverage their personal capital, and they were so 
successfiil that they were able to reimburse the program and raise institutional money to 
become formal venture capitalists. The SBIC program accelerated their capital 
accumulation, and as important, government regulations made these new venture 
capitalists professionalize their investment activity, which had been informal prior to 
entering the program. Now-illustrious firms such as Sutter Hill Ventures, Institutional 
Venture Partners, Bank of America Ventures, and Menlo Ventures began as SBICs. 
During the 1960s venture capital firms assisted by the bull-run invested in companies and 
generated good returns. In late sixties venture capital had a capital pool of 2-3 billion US 
dollar. Public was ready to accept shares of venture backed companies and it was not 
unusual to find investments returning of 10 to 20 times. 
Figure 1-5 Figure: Venture Capital Fundraising and Disbursements, 1965-1997 
in billions of US $ 
$100 
Source: AVCA 
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The seventies however saw a decline in venture capital investments. Firstly due to the 
poor conditions of stock market and later in 1974 congress legislation prevented the use 
of pension money in risky investments. Poor valuations and lack of funds gave a blow to 
venture funding. The downside continued till 1978, after which the US government 
changed the tax laws. The capital gain tax was reduced from 49.5 to 28 percent, which 
was flirther reduced to 21 percent in 1984. During the same period labor department 
issued a clarification removing the obstacle of pension fund's investment in venture 
capital. The US government permitted pension funds to invest 2 % of their total assets in 
high-risk ventures such as venture capital. A number of IPO's by ventured backed firms 
like federal express and apple computers revived investor's interest in venture capital. 
Main reasons for the success of VC in USA can be summarized as (OECD 1986): 
1. Favorable public orientation towards entrepreneurship along with a constant flow 
of opportunities, which have great up-side potential. 
2. A dynamic financial market, which provided financial support from other sources 
such as, bank financing and exiting the investment through IPO's. 
3. Government support- the US government played an important role in the 
development of venture capital. Its role can be classified under two heads, direct 
and indirect. 
• Direct - Passing the Small Business Investment Act of 1958 authorizing the 
creation of small business investment corporations (SBICs). The legislation 
was not intended to encouraging venture capital but as it meant to create a 
vehicle for funding small firms of all types, it also ended up benefiting the 
venture capital firms. Small Business Investment Company (SBIC) program 
led to the provision of more than $3 billion to young firms between 1958 and 
1969, more than three times the total private venture capital investment during 
these years (Noone & Rubel, 1970). 
• Indirect- U.S. tax policy, though it changed repeatedly, has been favorable to 
capital gains, and several decreases in capital gains taxes may have had some 
positive effect on the availability of venture capital (Gompers, 1994). 
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i) U.S. government's monetary and fiscal policies ensured relatively 
low inflation; as a result, the financial environment and currency 
were stable, 
ii) Stable financial environment along with a well-regulated and 
transparent stock market provided favorable conditions for venture 
backed firms to exit through IPO's. 
The above steps i) and ii) created a general macroeconomic environment of 
financial stability and openness for investors, thereby reducing the external 
risk of investing in high-risk firms. 
iii) Funding of research programs in universities, which created a pool 
of students in sciences and engineering. Research from these 
students provided innovations, which were subsequently funded by 
venture capital. U.S. universities, such as MIT, Stanford, and UC 
Berkeley, played a particularly salient role in coming up with new 
innovations (Kenney & Burg 1999). 
1.6,2 Venture capital in Europe 
Venture capital in Europe started in the eighties and around 75 percent of venture capital 
is confined to three countries namely UK, France and Netherlands. (Pandey, 1996) 
• United Kingdom -has an old history of financing new and risky ventures that 
dates back to the late 18"' and early 19"" century. Inventors such as Stephenson, 
Arkwright, Crompton and Brunei found wealthy investors to back their projects. 
However the first venture capital in its true sense was Charterhouse, which was 
launched by in 1930s. It was the first professionally managed fund in UK to 
financing young and growing small business. 
In 1945 ICFC was established to carry out the functions envisaged in the Lord Macmillan 
report. This report had identified that a funding gap exists for new ventures. ICFC's aim 
was to bridge the gap in funding of new ventures. Its name was subsequently changed to 
"investors in industry" or 3i. About two-thirds of financing went to small firms in the 
form of loans and equity investments. The returns were mostly in the form of interest and 
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dividend rather than only through capital gains. Many funds were launched but most of 
the funds were unsuccessful. In 1981 rules of investment trust and investment companies 
were liberalized making it easier to invest in unlisted securities such as VC. British 
government provided the following tax relief to investors in venture capital trust (Ramesh 
& Gupta, 1995). 
1. Exemption from income tax on dividends from shares in Venture Capital Trusts. 
2. Subscribers of new shares in Venture Capital Trusts were also entitled to claim 
income tax relief at a lower income tax rate. 
3. Exemption from capital gains tax when shares are sold. 
Table 1-2 Funds Raised by Venture Capital Trust in UK (in millions of pounds) 
Year 
Funds Raised 
1995-96 
101.4 
1996-97 
148.2 
1997-98 
198.7 
1998-1999 
159.8 
1999-2000 
301.7 
EVCA, 2005 
France-in 1972 societies financiers d'innovation, (SFI) was formed with 
numerous fiscal advantages such as setting 50 percent of their new investments 
against taxable income. SFI was not highly successful. However development of 
financial instruments such as warrants and options have helped venture capital 
industry in France. 
Netherlands- the government took two major initiatives to give a fillip to the VC. 
In 1981 the government established a number of funds to provide risk capital to 
small-scale sector where up to half of the risk government indemnifies. Secondly 
in 1982 it established a parallel market, which was a kind of second tier market 
with lenient listing requirements. These two measures have given a boost to 
venture capital investments. 
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Figure 1-6 Annual European Venture Capital Investment 1988-94 ($mn) 
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Source: Ernst and Young, 2006 
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Figure 1-7 Stage wise distribution by percentage of investments, 1994 
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Source: Ernst and Young, 2006 
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Figure 1-8 Amount Invested by Country 1994 
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1.6.3 Venture Capital in Asia and Pacific Region 
Venture capital in Asia and pacific region-venture took off in the 1960 when Japan 
started SBICs (small business investment companies), which was followed by Australia, 
Hong Kong, Singapore, South Korea, and Taiwan. Venture capital in Asia grew from 
$30.6 billion in 1997 to $43.5 billion in 1998 and $65.8 billion in 1999. 
Japan has the largest pool of venture capital, followed by Korea, Hong Kong, Australia, 
China and Singapore (AVCJ 2001). The three largest of venture capital in Asia are 
corporations, banks and insurance companies. VC has invested in number industries, 
industrial products, consumer products, electronics and financial services. 
The Japanese model of venture capital differs with respect to America and Europe in the 
following ways (Clarke 1987). 
18 
i) Small enterprises face competition from large enterprises. As large 
enterprises are also able to spot and develop new innovations quickly the 
small enterprises lose their nimbleness edge. 
ii) Employees seek permanent employment thereby stick to large 
cooperation. Small enterprises have difficulty in attracting a talented 
workforce, as they are unable to provide lifetime employment. 
iii) Japanese are averse to forming partnership between strangers for financial 
gain thus they hesitate in seeking and providing venture funds. 
In spite of the above hindrances the ministry of international trade and industry (MITI) of 
Japan founded SBICs in 1963 and a venture enterprise centre (VEC) in 1974 to promote 
venture capital. In 1972, the first private venture capital, Kyoto Enterprise Development 
(KED) was established with investments from 43 prominent companies. Which included 
Kyoto Stock Exchange, Bank of Kyoto, Tateishi Electric and Industrial Bank of Japan. 
The motive force behind KED was the Kyoto Association of Corporate Executives that 
aimed to promote knowledge intensive industries as a regional development strategy. The 
model for KED was that of the first organized U.S. venture capital organization, 
American Research and Development. KED was liquidated only four years later, in 1976. 
In 1972 the Nippon Enterprise Development (NED) was formed by a group of 39 firms 
including the Japan Long-term Credit Bank, Fuji Bank, Daiwa Bank, and C. Itoh, and 
included both financial institufions and venture businesses. In 1973 Nomura Securities 
and 15 other shareholders established Japan Godo Finance, which was the precursor to 
the present JAFCO. By 2000 there were nearly 180 venture capital companies engaged in 
venture capital investing in Japan. 
South Korea- has been a difficult environment for venture capital. Since the 1960's, 
there was a deliberate government policy of channeling credit to the Chaebol (large 
enterprises) with the resultant starving of the SMEs (Lim 1998). These Chaebol also 
borrowed massive sums from abroad, confident that the government would bail them out. 
In this environment, SMEs were sacrificed in the name of Chaebol gigantism. Until the 
early 1990's, Korea had little high technology entrepreneurship as the Chaebol hired all 
the best personnel and there was no financial, psychological, or social support for 
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entrepreneurship. Moreover, the Chaebol nearly always absorbed successful SMEs or 
their key personnel were hired away (Lim, 1998). 
After 1986, the environment for venture capital began to change. Some of this change 
was part of an overall movement to liberalize of the Korean economy. There also were 
institutional changes in the legal regime, institutional infrastructures, the attitude toward 
foreign investment, and the willingness of Koreans to undertake new ventures. The Asian 
financial crisis of 1997 and its aftermath profoundly changed the environment for the 
Korean government. It shattered several conventional beliefs that were important 
building blocks for the Korean economy. After this financial crisis, Koreans no longer 
believed that the larger firms were less likely they were to fail. It also destroyed the 
unspoken promise of lifetime employment. The crisis challenged the validity of economic 
model that Korea had followed. Because of this Koreans began to consider other 
economic models, and the one that was most attractive was typified by Silicon Valley's 
many startups and abundant venture capital. 
As of now government is closely involved and sponsors four VC organizations. About 70 
percent of venture capital companies are promoted by subsidies of large corporations, 20 
percent by financial corporation and the remaining are independent private companies. 
Most of the investment is in seed and early stage capital. (AVCJ 2001) 
Hong Kong's- venture capitalists manage more capital than any Asian economy outside 
of Japan, and it is the regional capital center for all of Northern Asia except Japan. Hong 
Kong does not have any special regulations related to venture capital, but rather has an 
open, deregulated financial system that is favorable to a wide variety of financial 
activities. 
Taiwan - is smaller than Japan, Hong Kong, and even Singapore in terms of the available 
venture capital. And yet, in terms of the number of startups and the success of its venture 
capital investors, Taiwan is the most active spot in Asia for venture investing. The 
reasons for this are multifaceted and relate to a background of entrepreneurship, linkages 
with the U.S., and especially Silicon Valley, an early emphasis on electronics as a key 
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industry, a supportive government, and a national emphasis on education. These factors 
created an environment in which industrial growth and venture investing combined into a 
virtuous circle reinforcing the practices of entrepreneurship and venture investing. 
Taiwan's policy is to focus on science and engineering education, infrastructure 
development, encouragement of small enterprises, regulatory tax and legal system. Its 
Hsinchu science-based industrial park is a great success in promoting entrepreneurship 
and venture capital. ( Dossani & Kenney,2002). 
China -Attributes of the Chinese economy appears to be extremely attractive; it is 
growing rapidly and has the largest Asian domestic market outside of Japan. In addition 
to above, it is one of the world's largest exporters. It also has a number of very talented 
scientists and engineers. The government is committed to improving its technology base 
and opening its market. Moreover, the government has made the establishment of a 
venture capital community a top priority. It has an abundance of possible opportunities in 
the following sectors: 
1 Firms established to meet domestic demand, often in a joint venture with a foreign 
firm having a strong brand. 
2 Infrastructure investment especially in the telecommunications. 
3 Establishing contract-manufacturing operations for the export market. 
4 High technology startups drawing upon Chinese engineering talent from 
universities and research institutes. 
There are many venture capitalists, foreign and domestic, which are investing in China 
using a wide variety of strategies. Moreover, government authorities at every level are 
attempting to fashion a legal, political, and social environment conducive to venture 
capital. (Kenney, Han & Tanaka, 2002) 
But in spite of the above positives features the Chinese environment is not yet sufficiently 
mature and stable to be a termed a "favorable" climate for venture investing. Venture 
investing is still a new practice, and there are only a few examples of successful exits 
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with returns of 10 times or greater. There appear to be significant profits to be captured, 
but the risks are very large and many of them are inherently uncontrollable. Investing in 
China is also handicapped by a lack of experienced professional management talent. 
Most persons in leadership positions are accustomed to a socialist environment. One 
might expect the multinational firms operating in China to be a reservoir of talent. 
However, these subsidiaries are, for the most part, either sales or marketing organizations 
or manufacturing operations, neither of which provides the multifaceted experience 
required of a senior manager hired to pilot a startup through its early years. This 
contributes to a difficulty in assembling a management team, and this will continue to be 
an obstacle. Also exit from Chinese investments is difficult especially for international 
investors. 
Singapore -Venture capital is, almost entirely, a creation of the government. For the 
government, the establishment of a venture capital industry is part of an overall strategy 
aimed at moving its economy into higher value-added segments. In pursuit of this goal, 
the Singaporean government has undertaken a number of measures to encourage the 
establishment of a venture capital industry. The most striking measure and the one that 
will receive the most attention in this report is the investment of over $1 billion of 
government monies in domestic and foreign venture capital firms. Overall, the 
Singaporean government has been very active in establishing an environment conducive 
to the growth of venture capital and high-technology entrepreneur ship. 
Malaysia has the greatest concentration of venture capital, the most supportive 
government, and the most significant base of electronics expertise. Since 1972, when 
Intel opened a chip assembly and test facility in Penang, venture capital-financed Silicon 
Valley firms have operated factories in Malaysia. So, in relafive terms, Malaysia had an 
advantage of close connections to Silicon Valley. From this one might expect that 
Malaysia would have been able to attract foreign investors and nurture a flourishing 
domestic venture capital industry, however, this has not occurred. 
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Table 1-3 VC Activity in Asian Reg 
Country 
Japan 
South Korea 
Australia 
China 
India 
Indonesia 
Singapore 
Bangladesh 
Philippines 
Hong Kong 
Taiwan 
Amt Invested ($ Mil) 
$7298 
$3153 
$2175 
$1280 
$774 
$654 
$502 
$473 
$149 
$131 
$38 
ion-2003 
No. Of 
companies 
77 
21 
71 
44 
42 
5 
16 
2 
4 
7 
3 
Asian Venture Capital Journal, 2003 
1.6.4 Venture capital in Middle East and North Africa (MENA) 
Appreciating the role of knowledge-based industries in economic growth government is 
trying to promote a supporting framework to promote innovations. Venture capital is 
being touted as a means of facilitating entrepreneurship and innovations. The relevance 
of VC development in the MENA region is particularly emphasized by the following 3 
key challenge and 3 opportunities (As per an OCED study, April 2006). 
1. Addressing unemployment- as the state is unable to provide employment to all, 
there is a need to find ways to generate employment. As entrepreneurship can 
provide employment it should be promoted with the help of venture capital. The 
role of entrepreneurship in generating employment can be substantiated by the 
fact that 
a. In Europe during 1991 and 1995, net employment in European venture 
capital-backed companies increased by 15% annually, whereas net 
employment in 500 most profitable non-venture capital-backed European 
companies increased by 2% annually in the same period. 
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b. Likewise, in the US, employment by venture capital-backed companies 
increased by 25% on average every year for the period 1989-1993, while 
employment by non-venture capital backed Fortune 500 companies 
dropped by a yearly average of 3% in the same time period. 
2. Limited economic diversification-most of these countries depend on oil and oil 
based industries and there is a need to diversify into other areas. Venture capital, 
which can finance knowledge-based innovation, can help in diversification. 
3. Entrepreneurs need financing- that is not readily available through traditional 
sources such as bank as indicated by the domestic credit as a percentage of GDP 
ranges from 49% in Egypt to 73 % in Lebanon well below that of the European 
Union average of 105%. Venture capital can finance innovations and new 
entrepreneurs, which find difficulty in procuring bank finance. 
Opportunities 
L Ample liquidity-due the following 
a. High petrol prices 
b. Lesser investment opportunities worldwide as compared to the tech boom 
in mid 1990s 
c. Presence of high net worth individuals, which can act as angel investors. 
Estimates of private wealth of gulf region to be above $1.5 trillion as per 
the gulf investment house. 
2. Foreign venture capital firms seeking investment- venture capital firms based 
in US are seeking to increase their geographical spread. (Deloitte, 2006). 
3. Congruency between venture capital and Islamic finance-venture capital 
financing involves risk sharing and share in profits. This is in line with the basis 
tenet of Islamic finance i.e. prohibition of interest. Shariah compliant 
organizations like the venture capital bank based in Bahrain have shown 
remarkable growth. In March 2006, VC Bank associated with American based 
global emerging market group and Saudi Arabian general investment authority 
(SAGIA) to form a $100 million venture capital fund. 
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Funds for venture capital have increased from $545 million in 2000 to $962 million in 
2005 an increase of 77% in five years. 
Table 1-4 Total venture capital invested in 39 nations in 2001 
Country 
Australia 
Austria 
Belgium 
Canada 
China 
Czech republic 
Denmark 
Finland 
France 
Germany 
Greece 
Hong Kong 
Hungary 
Iceland 
India 
Indonesia 
Ireland 
Italy 
Japan 
Korea 
Venture capital 
invested ($ 
million) 
1,273 
47 
112 
3,172 
1,590 
8 
172 
159 
635 
1,306 
36 
1,864 
18 
7 
1133 
9 
43 
330 
2148 
1695 
Country 
Malaysia 
Netherlands 
New Zealand 
Norway 
Pakistan 
Philippines 
Poland 
Portugal 
Singapore 
Slovakia 
Spain 
Sri Lanka 
Sweden 
Switzerland 
Taiwan 
Thailand 
United kingdom 
United states 
Vietnam 
Venture capital 
invested ($ 
million) 
80 
208 
46 
74 
0 
24 
28 
18 
1,052 
3 
125 
0 
270 
85 
393 
22 
1051 
41005 
3 
* Asian Venture Capital Journal 2003, Guide to Venture Capital in Asia, National 
Venture Capital Association Yearbook 2002, European Private Equity and Venture 
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Capital Association's annual survey of pan European Private Equity and Venture Capital 
Activity 2002. 
1.7 Venture capital in India 
1.7.1 Development of venture capital in India - Development of venture capital in 
India can be understood in terms of the following phases. 
Phase I (Pre 1995) - Formation of TDICI in the 80's and regional fund such as GVCL 
(Gujarat Venture Finance Limited), Canbank venture capital fiind & APIDC in the early 
90's 
• The discussion of venture capital started in India in 1972 when government 
examined strategies to promote small and medium enterprises and a committee 
(NASSCOM 2000). 
• In 1975, venture capital financing was introduced in India by IFCI through risk 
capital foundation (RCF). The aim was to encourage professionals and 
technologist to form new industries. In 1976 the seed capital scheme was 
introduced by IDBI. 
• The first major analysis on risk capital for India was reported in 1983. When the 
shortage of funding for new venture was highlighted by a study conducted by 
scientific research foundation of India. At that time the Indian financial system 
mainly consisted of state controlled financial corporations and bank operating 
within the broad frame like bureaucratic controls, socialism, conservatism, risk-
averse and slow decisions making. It indicated that new companies often confront 
serious barriers while entering into the capital market for raising equity finance, 
which undermines their future prospects of expansion and diversification (Chitale, 
1983). 
• The need of economic reforms was propelled by goverrmient of Rajiv Gandhi 
elected in 1984, it recognized the failure of old policy and recognized the need to 
foster all round reforms to enable higher economic growth rate. 
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In the 1986-87 budget, a charge of five percent was imposed on all know how 
import payments for the creation of venture fund by IDBI. ICICI also started 
venture capital activity in the same year (Pandey, 1995). 
In 1988 the Indian government issued venture capital guidelines, which allowed 
investors and state controlled bank to establish venture capital subsidiaries. 
Important guideline of the rules were as follows; 
i. Capital gain was taxed at a rate equivalent to the individual tax rate 
(which was lower than the corporate tax rate) 
ii. Exit price was not subject to the guidelines of controller of capital 
issues, 
iii. Private investors were limited to owning 20 percent of the venture 
capital fund management company, 
iv. Restriction of less than 10 crores investment and a new technology 
V. Funding to new entrepreneur and professionally qualified 
vi. Clearance from ICICI and IDBI 
vii. Approval from controller of capital issues 
World Bank in 1989 observed that in India, the focus on lending rather than 
equity investments has led to institution finance that has become increasingly 
inadequate for small and new Indian companies to grow. In view of which it 
provided $45 million for venture capital investments to TDICI in the 1988 and 
regional fund such as GVCL, Canbank Venture Capital Fund & APIDC in the 
early 90's. 
TDICI formed a joint venture with UTI .UTI through act of parliament was given 
tax pass-through advantage and this merger helped TDICI. UTIs venture capital 
umt scheme was know as VECAUS 
Performance of venture capital funds 
o TDICI (Technology Development and Information Company of India) 
financed companies such as VXL, Mastek, Microland and Sun 
pharmaceuticals. 
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o GVFL -was promoted by Gujarat industrial investment corporation Ltd. GIIC 
had a corpus of Rs.24 crores. Its investments were mainly in the state of 
Gujarat 
o Andhra Pradesh Industrial Development Corporation (APIDC)'s venture 
capital subsidiary is located in Hyderabad. It suffered from all the difficulties 
of a state owned venture capital fund and had a relatively low return. 
o Canara bank's, Canbank Venture Capital Fund, headquartered in Bangalore, 
and also performed poorly. 
All the above funds were weighed down with inexperienced management, regulatory 
issues, bureaucratic control and political interferences. Of the above funds only TDICI 
performance was good giving a return of 28 percent from 1988 to 1994 but after that the 
funds management was also relatively poor like the rest of the funds. 
Table 1-5 Evolution of Venture Capital in India 
Time Period 
Key Features 
Amount $ Mn 
Number of Funds 
Primary Stages 
Primary Sources of Funds 
Seed/early-stage ($ m) 
Number of Transactions 
Development ($ m) 
Number of Transactions 
Growth/maturity ($ m) 
Number of Transactions 
Total Number of 
Transactions 
Average Investment ($ m) 
Phase I 
Pre-1995 
Formation of 
TDICI 
30 
8 
Seed, Early-stage 
and 
Development 
World Bank, 
Government 
5 
10 
25 
20 
-
-
30 
1 
Phase II 
1995-97 
Entry of FVCI 
125 
20 
Development 
Government 
15 
20 
110 
45 
-
-
65 
2 
Phase III 
1998-2001 
Emergence of 
India centric VC 
Firms 
2847 
50 
Early-stage and 
Development 
Overseas 
Institutional 
657 
273 
2168.1 
273 
21.9 
2 
548 
5.20 
Phase IV 
2002 onwards 
USVCs 
increasing 
appetite to invest 
in India 
5239 
75 
Growth/Maturity 
Overseas 
Institutional 
250 
58 
3107 
288 
1882 
100 
446 
11.75 
Sources: TSJ Media, IVCA Publications (various years) 
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Phase II (1995-97), Phase III (1998-2001) and Phase IV (2002-2005) - These three 
stages are characterized by entry of foreign venture capital and Indian Venture Capital 
Association (IVCA). 
• The achievements of Indian entrepreneurs in Silicon Valley impelled India as a 
source of talent and entrepreneur ship. 
• US VC firms looking out for diversifying into new regions began to consider 
India as potential destination for VC investment. Attempts started in 1993 when 
Vinod Khosla attempted to develop investment opportunities in India 
• IVCA was formed in the year 1993 with members as TDICI, GVCL, IDBI 
venture capital, RCTC, APIDC venture capital, Canbank ventures. Credit Capital 
Corporation, Indus ventures, India investment fund promoted by Grindlays and 3i 
Corporation. 
• In 1995 Draper international fund started its operation headed by Kiran 
Nandkami. This was followed by Walden-Nikko India Venture Company. 
• IVCA lobbied with government to address the problems faced by VC. The prime 
concern of VC was the absence of tax pass through as was common 
internationally. IVCA was unsuccessful in influencing government on tax pass 
through. Small Indian VC industry was unable to put forward the benefits of 
venture capital in economic development to the Government as; 
i) TDICI, the largest VC already enjoyed the benefits of tax pass-
through its joint venture with UTI and was not much concerned 
with the absence of tax pass through. 
ii) VC firms registered in Mauritius were able to escape the tax net. 
• In 1996, SEBI came out with guidelines for foreign venture capital funds to 
carry out their activities in India. This move liberated the VC industry from a 
number of bureaucratic hassles and foreign VC started operating in India. 
• Table given below highlights the strict regulations on funds for Venture Capital 
industry. 
29 
Table 1-6 Disposition of Indian Capital Resources and Their Availability for 
Venture Investing from 1996-97 
T>'pe of Fluids 
Cmiency and bank deposits 
Goveimueut secmities 
Life insurance fluids 
Pension fiinds 
Piivately held Sliaies and 
DebenfiuesOncludnig muhiaJ fluids.) 
TOTAL 
Billions of 
Rupees 
634 90 
116 36 
156 i6 
262 48 
96 34 
1266 44 
Peicentof 
Total 
50 1 
9.2 
12.3 
20.7 
7.6 
100 
Pel cent Pei nutted foi Ventiue 
Capital Iin estnient 
Up to 5 pel cent of new fimds. 
smceApiill999 
None 
None 
None 
Some 
N/A 
Source: Statistical Outline of India, 1998-99 
• By 1998 IVCA had 21 members with a pool of Rs 25.6 billion and 10 invested in 
691 companies. 
Figure 1-9 Capital under Management by the Indian Venture Capital Industry 
by year-wise in U.S. $ Millions 
800 00 
700 00 
D Other 
Q Kon-Residem Indians 
• NiitioualBaiikb 
D PI ivate Sector 
D Multilateral De-v Agencies 
• Foreign Instmitioiial Investors 
Q All India Financial InstiUitioivs 
1993 1994 199=; 1996 1997 1998 
Years 
Source: Indian Venture Capital Association, various years. 
30 
• For the Year 2002 India was the second most active VC market in the Asian 
region, outside of Japan. Indian VC funds received $24IM in new commitments, 
up 11.7% from 2001. 76 deals received investment and there were 41 exits that 
included Spectramind, Customer Asset, Exl and iFlex .The digital signature 
regime implemented in April 2002 offered a big boost to the e-commerce sectors 
especially e-banking and online trading. Impediment to VC growth included over 
regulation. SEBI, CBDT and RBI regulated domestic venture capitalists. While 
foreign VC had to cope with two additional bodies MOF and FIPB. 
• Indian VC funds received approximately $360M in new commitments in the Year 
2003. Increased M&A and attractive IPO market led to big exits that included 
UTI Bank, TV Today, Indraprastha Gas, Worldzen and Vision Source Majority of 
the investments were in Late Stage transactions with bank and media as hot 
sectors. The average deal size was much larger though the number of deals 
decreased to 42. 
• Business Process Outsourcing (BPO) attracted the maximum number of 
investments in 2004 with 9 companies, rising about $148M in the year 2004 -. 
However, investments in the sector declined both in terms of number of deals and 
the amount invested compared to 2003. VCs changed direction in 2004 from the 
usual focus on export-led sectors to companies that could benefit from the 
booming domestic economy. VCs and private firms have had dream run in 2004, 
with a number of them exiting their multi-year old investments. In total, firms 
exited from 30 investments and took out more than $700M compared to 12 in 
2003. Majority of them (24) were in the way of M&A and the rest 6 were through 
IPOs. 
• By the Year 2005, lots of bigger funds that were traditionally late-stage investors 
started to move into India. Several sector-specific funds, led by retail and real 
estate focused investments, are setting up operations. There was an emergence of 
a clear stratification within the industry, on who specializes in what, in terms of 
stage and size of financing. 
• The tables given below present a statistical snapshot of Venture Capital in India 
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Table 1-7 Venture Capital, Amount invested in India 
Year 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
Rupees (in Crores) 
70 
320 
1,052 
2,160 
5,470 
5,200 
Source: IVCA, 2006 
Table 1-8 Venture Capital: Financing by Industry as 
Financing By Industry 
Industrial products, machinery 
Computer Software 
Consumer Related 
Medical 
Food, food processing 
Other electronics 
Tel & Data Communications 
Biotechnology 
Energy related 
Computer Hardware 
Miscellaneous 
Total 
Rs million 
2,599.32 
1,832 
1,412.74 
623.8 
500.06 
436.54 
385.09 
376.46 
249.56 
203.36 
1,380.85 
10,000.46 
of 2001 
Number 
208 
87 
58 
44 
50 
41 
16 
30 
19 
25 
113 
691 
Source: IVCA, 2006 
Table 1-9 Venture Capital- Methods of Financing as of 2001 
Instrument 
Equity shares 
Redeemable preference shares 
Non-convertible debt 
Convertible instruments 
Other instruments 
Total 
Rs (million) 
6318.12 
2154.46 
873.01 
580.02 
75.85 
10,000.46 
Percentage 
63.18 
21.54 
8.73 
5.80 
0.75 
100 
Source: IVCA, 2006 
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Table 1-10 Venture Capital, Analysis of Investments in 2002 and 2003 
Deal Stage 
Startup/Seed 
Early Stage 
Expansion 
Later Stage 
OtherAJnknown 
Total 2002 
Total 2003 
No. Of Companies 
7 
9 
44 
2 
15 
77 
42 
Sum Invested 
27.98 
52.8 
345.82 
4.56 
159.05 
590.21 
774.01 
Average per deal 
3.11 
5.28 
7.36 
2.28 
10.6 
7.03 
18.43 
Note: Amount in $ mn 
Source: IVCA, 2006 
Table 1-11 Venture Capital: Contributors of Funds as 
Contributors of Funds Contributors 
Foreign Institutional Investors 
All India Financial Institutions 
Multilateral Development Agencies 
Other Banks 
Foreign Investors 
Private Sector 
Public Sector 
Nationalized Banks 
Non Resident Indians 
State Financial Institutions 
Other Public 
Insurance Companies 
Mutual Funds 
Total 
Rsmn 
13,426.47 
6,252.90 
2,133.64 
1,541.00 
570 
412.53 
324.44 
278.67 
235.5 
215 
115.52 
85 
4.5 
25,595.17 
of 2001 
Percentage 
52.46 
24.43 
8.34 
6.02 
2.23 
1.61 
1.27 
1.09% 
0.92% 
0.84% 
0.45% 
0.33% 
0.02% 
100.00% 
(Source: NASSCOM, 2005) 
1.7.2 Regulatory Framework- The present venture capital rules in India represent 
a serious effort to bring the operating environment for venture capital close to global 
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1.7.2 Regulatory Framework- The present venture capital rules in India represent a 
serious effort to bring the operating environment for venture capital close to global best 
practice. When they were initially drafted, the intent was to approximate key features of 
the US model, notably tax pass-through. Some restrictions, such as on the percentage of 
listed investments, were needed in order to prevent such fiinds behaving like hedge funds. 
Other restrictions, such as the share of a single investment in the total fimd, were 
intended to protect passive investors. 
With time, the venture capital industry has matured. However, the policy and regulatory 
structure have not kept pace. Despite a generally pro-investor policy framework there 
exist problems in policies as well as in the regulations. 
1. First, by requiring certain kinds of institutions to be established, such as a trust 
and asset Management Company, and specifying capitalization floors, policy 
tacitly favors institutional investment versus individual investment. While this 
approach is suitable for passive (portfolio) investment, it is not suitable for 
investment in innovative startups. Such firms require small, staged investments 
that might accumulate to less than a million dollars in the first two years along 
with active, operational involvement by the investor. This is typically the domain 
of angels and small venture capital fiinds, which are deterred by the regulatory 
requirement. 
2. Second, while the policy infrastructure is designed to mimic a globally 
acceptable set of standards, it is not yet simple enough. For example, while tax 
pass-through has been accepted as a policy goal for institutions that manage 
money on behalf of passive investors, its implementation through SEBI 
regulations includes portfolio restrictions that deter investor. Current policy on 
risk capital provision is embroiled in regulations promulgated by the Securities 
and Exchange Board of India (SEBI), which regulates venture capital by both 
domestic venture capital funds (DVCF) and foreign venture capital investors 
(FVCIs). SEBI-registration offers benefits subject to certain restrictions. 
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1.7.3 Present status of Venture Capital Industry in India 
Level of investments- According to Indian Venture Capital Association (IVCA), India 
was ranked as the third most active venture capital market in the Asia Pacific region 
(excluding Japan). Venture Capital firms invested US$543mn across 98 deals in India 
during 2007; the amount invested during 2007 was slightly higher compared to 2006, 
which had witnessed 94 deals totaling $500 million. (Venture Intelligence, 2007) 
Guidelines for VCF- the bureaucratic obstacles to the fi-ee operation of venture capital 
have remained significant. The main statutes governing venture capital in India included 
the SEBI's 1996 Venture Capital Regulations, the 1995 Guidelines for Overseas Venture 
Capital Investments issued by the Department of Economic Affairs in the Ministry of 
Finance, and the Central Board of Direct Taxes' (CBDT) 1995 Guidelines for Venture 
Capital Companies (later modified in 1999). Three government bodies regulate domestic 
venture capitalists; the Securities and Exchange Board of India (SEBI), the Ministry of 
Finance, and the CBDT. For foreign venture capital firms there are even greater 
regulation in the form of the Foreign Investment Promotion Board (FIPB), which 
approves every investment, and the Reserve Bank of India (RBI), which approves 
disinvestments. 
Preferred state of investment- early stage investments accounted for about 66% of all 
investments during the year; the resurgence in seed and first round investments has been 
a key highlight of 2007. Over 50% of the VC investments during 2007 were below $5 
million including 23% below the US$2mn threshold. 
Sector wise investments- With 65 investments worth about $377 million, the 
Information Technology and IT-Enabled Services (IT & ITES) industry retained its status 
as the favorite among VC investors during 2007. Within IT & ITES, Online Services 
companies were the favorite sector accounting for 31 %> of the investments, followed by 
BPO, IT Products and Mobile companies. Healthcare & Life Sciences and the Media & 
Entertainment industry followed IT & ITES industry. 
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Most active Venture Capitalist-Sequoia Capital India retained its status as the most 
active VC investor in India with nine investments during 2007. Sequoia ventured beyond 
IT & ITES to invest across a range of sectors including Clinical Research Outsourcing, 
Microfinance, Media and Printing Services. Helion Ventures and Erasmic Ventures were 
the next most active investors during 2007 participating in eight investments during the 
year. Five of Helion's investments during the year went into outsourcing companies 
providing either IT or BPO services. Erasmic invested across both tech and non-tech 
sectors including in retail/consumer services companies. IDG Ventures India followed 
next with six investments. Four of early-stage focused IDG Ventures' investments were 
in the IT Products / Enterprise Software. 
1.8 Nature of venture capital investments 
1. Venture capitalists (VCs) invest in privately held entrepreneurial companies. They 
are actively involved in the monitoring and management of these companies 
(Gompers & Lemer, 1999; Gorman & Sahlman, 1989; Sahlman, 1990). 
2. They typically own a substantial fraction of the companies, usually in the form of 
convertible securities (Casamatta, 2003; Comelli & Yosha 2003; Hellmann 
1998;Kaplan & Stromberg, 2003). 
3. They are commonly represented on the boards of directors (Lemer, 1995). 
4. Venture capital firms raise money from individuals and institutions to invest in 
businesses that have a potential for yielding high returns on high-risk investments 
(Shalman, 1990). 
5. Venture capital funds usually have limited lifetimes that are determined when the 
fund is formed, typically ten years, which can be shortened or lengthened by 
three-year increments. (Shalman, 1990; Gompers & Lemer, 1999). 
6. The dominant legal structure for venture funds internationally is the limited 
partnership, with the VC acting as the general partner, while the investors are 
limited partners who have little influence on the management of the funds. VCs 
usually charge a two percent annual management fee, and retain 20 percent of the 
profits they make on their portfolio investments (Gompers & Lemer. 1999). 
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1.9 The Types of Venture Capital Firm 
As a modem and flexible way of financing young, innovative and fast-growing small and 
medium-sized companies, venture capital has been developed in several forms in order to 
serve best the specific financial requirements of companies in different development 
stages (Moles & Terry, 1999). 
Business angels are private investors who invest only in one or two different companies 
and who provide considerable managerial support, also in the day-to-day-business. They 
primarily concentrate on the very first development stages of a company (Lemer, 1998). 
Incubators are an institutionalized form of business angels, which - in addition to money 
and managerial support - also provide the necessary infrastructure for the development of 
a company (i.e. rooms, EDP-devices, administration and accounting tasks, etc.). Many 
incubators accommodate the young companies in their own premises until they have 
grown to a size, which enables them to survive alone. When capital is provided by 
established and large companies looking for technology-oriented young enterprises, this 
is called corporate venture capital. In comparison to investors who pursue only financial 
objectives corporate venture capitalists also pursue strategic objectives. 
Venture capital in the narrower sense of the meaning concentrates on growth finance in 
the early stages of young enterprises which have already grown to some extent and which 
can already show the first sales and market acceptance. Private equity concentrates on 
financing the internationalization or consolidation process in the later stages of 
established companies, which do not require special management assistance in the day-
to-day-business. Public equity in contrast simply is a collective name for all equity owned 
by shareholders of companies listed on a stock exchange. 
In many European countries, VCF are classified as per the following three types: 
First- type of venture capital firms is Captive Venture Capital Firms (CVCFs) they are 
specialist venture capital firms that are subsidiaries, or divisions, of a larger financial 
institution, and receive their capital from the parent firms (Abeer, 2004). Second type of 
venture capital firms is Independent Venture Capital Firms (IVCFs). They raise their 
capital for investment from a variety of external sources. These sources includ private 
investors and some financial institutions like pension and insurance companies, academic 
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institutions and government agencies. Their general aim is to liquidate the independent 
firm after a specified date, usually some 7-10 years later. A common feature of 
independent firms is that no one investor or shareholder has a dominant position in the 
firm's ownership. The third- type of venture capital firm is the Semi-Captive. This type 
often arises where a subsidiary, or a division of a bank or other investment management 
group, has established its own in-house fund and at some stage invites a number of 
investors to join the fiind. This type of venture capital firm often starts as a captive firm 
and then raises money from sources other than the parent company (Lorenz, 1989; Abbot 
and Hay, 1995; Wright and Robbie, 1998). 
1.9 Conclusions 
Venture capital emerged as a source of finance in USA after the II world war and has 
subsequently been used in different parts of the world. In an increasingly knowledge 
intensive world, the prospects of future growth of any economy depends to a large extent 
on how fast technical innovations can be commercialized. Such new and untried ideas 
have a high level of uncertainty and thus are not able avail funds from the traditional 
financial sources. Venture capital funds, which typically invest in new and untried ideas 
presents a unique solution to the problems, faced in financing of such risky and 
potentially high reward projects. 
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Chapter 2 
The State of Uttar Pradesh 
2.1 Introduction 
Located in the northern part of India. It is bounded by the state of Uttaranchal in the 
north-west, the state of Haryana and the union territory of Delhi in the west, the state of 
Rajasthan in the south-west, the state of Madhya Pradesh in the south, the state of Bihar 
in the east, and Nepal and Tibet on the northern side. The capital of Uttar Pradesh is 
Lucknow. Uttar Pradesh is a large state; it is divided into 4 regions, having 17 circles and 
70 districts, which are as follows: 
Table 2.1 
Region 
Bundelkhand 
Central Region 
Eastern Region 
Western Region 
Region, Circles and Districts of Uttar Pradesh 
Circles 
Chitrakoot 
Jhansi 
Kanpur 
Lucknow 
Allaliabad 
Azamgarh 
Basti 
Devipatam 
Faizabad 
Gorakhpur 
Varanasi 
Vindhyachal 
Agra 
Bareilly 
Meerut 
Murardabad 
Saharanpur 
Districts 
Banda,Chitrakoot,Hamirpur,Mahoba 
Jalaun, Jhansi,Lalitpur 
Auraiya,Etawaii,Farrukhabad,Kannauj,Kanpur Dehat,Kanpur Nagar 
Hardoi,Kheri,Lucknow,Raebareili,Sitapur, Unnao 
Allahabad, Fatehpur,Kaushambi,Pratpgarh 
Azamgarh, Ballia, Mau 
Basti, Sant Kabir Nagar 
Balrampur ,Bahraich, Gonada 
Ambedkar Nagar, Barabanki,Faizabad, Sultanpur 
Deoria, Gorakhpur, Kushinagar„Maharajganj 
Chandauli, Ghazipur,Jaunpur,Varanasi 
Mirzapur,Sant Ravidas Bhadohi,Sonbhadra,Shravasti,Siddhartnagar 
Agra, Aligarh,Etah,Firozabad,Hathras,Mainpuri,Mathura 
Bareilly,Baduan,Pilibhit,Shahjanpur 
Baghpat,Bulandsahr,Gautam Budh Nagar,Ghaziabad, Meerut 
Bijnor.Jyotiba Phulenagar, Moradabad, Rampur 
Muzzafarnagar.Saharanpur 
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2.2 Snapshot of Uttar Pradesh 
If Uttar Pradesh were a country, it would be the world's seventh largest.. Uttar Pradesh is 
the most populous state in India and it has one-sixth of India's population.Uttar Pradesh 
has a large agricultural base, fairly well spread industrial activities, and some of the best 
learning centers in India.Majority of the state population depends upon farming activities. 
Western Uttar Pradesh is more advanced in terms of agriculture as compared to the other 
regions in the state. Wheat, rice, pulses, oil seeds and potatoes are the major agricultural 
products. Sugarcane is the most important cash crop throughout the state. Uttar Pradesh is 
one of the most important state in India so far as horticulture is concerned. Apples and 
mangoes are also produced in the state. Agri and food processing, chemicals, leather, 
textiles, electronics, software, engineering, tourism and mineral-based industries are the 
key industries, whereas banking, communications, IT and Biotechnology are the 
emerging sectors. 
Table 2-2 Facts file of Uttar Pradesh 
Geographical Area, (lakh sq. km) 
Capital 
Population (2001 Census) In lakhs 
Gross state Domestic product at current prices in 2004-2005 (as of Feb 2006), (Rs. Crore) 
Gross state Domestic product at constant price (1993-94) in 2004-2005 (Rs. Crore) 
Net State Domestic Product at Current Prices (2004-05), (Rs. Crore) 
Net State Domestic Product at Constant Prices (1993-1994) for (2004-05), (Rs. Crore) 
Per Capita Income at current prices (2004-2005), Rs. 
Literacy rate (percentage) 
Percentage of State Population to All India Population 
Principal languages 
2.41 
Lucknow 
1661.98 
235678 
127560 
205249 
109768 
11477 
56.27 
16.16 
Hindi and Urdu 
Source: CSO Estimates, Economic Survey of Uttar Pradesh, 2005-2006 
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2.3 Economic condition of Uttar Pradesh 
Though relatively large in terms of population and geographical reach Uttar Pradesh lags 
behind other Indian states when compared on basis of its economy. The present value 
added to the states manufacturing sector is $4 billion (Rs.l70 billion at 1996-97 price), 
which is around 40% of progressive Indian states such as Maharashtra. The dismal 
economic performance of Uttar Pradesh can gauged from the following observations 
• The average fixed capital per worker in Uttar Pradesh was 8.8 lakhs as against Rs 
6.6 lakhs per worker nation wide. 
• Almost 11 percent factories have closed in Uttar Pradesh as compared to 3 
percent at all India level. 
" Annualized growth rate of real gross state domestic product at current price (in 
percent) shows that Uttar Pradesh has remained stagnant and thus fallen far 
behind the national average. As can be seen from table 2-3, the GDP growth rate 
of Uttar Pradesh lags the national average. 
Table 2-3 GDP growth rate of selected Indian states including Uttar Pradesh 
(in percentage) 
State-wise growth rate in percentage 
Uttar Pradesh 
Bihar 
Haryana 
M.P. 
Uttaranchal 
All India average 
1993-94 to 1999-00 
4.58 
3.93 
5.74 
6.16 
3.01 
6.60 
2000-01 to 2005-06 
4.58 
4.55 
6.93 
5.33 
7.66 
6.75 
Source: Uttar Pradesh Government Statistics, 2007 
• The economic backwardness of Uttar Pradesh affects the per capita income. As 
can be seen from the table 2.4 the difference between Uttar Pradesh and average 
of other Indian states has increased. This indicates that not only does Uttar 
Pradesh lag the national average but also this lag increased further with the 
passage of time. 
41 
Table 2-4 Average per capita incomes of selected states (including Uttar 
Pradesh, in Rs.) 
State 
Uttar Pradesh 
Bihar 
Haryana 
M.P. 
Uttaranchal 
All India average 
1993-94 to 1999-2000 
9162 
5157 
23214 
10777 
12863 
16555 
2000-01 to 2005-06 
12145 
6776 
35717 
15555 
19331 
25885 
Central Statistical Organization, 2005 
• Annualized growth rate of per capita income (2000-01 to 2005-06) of Uttar 
Pradesh lags behind the all India figures. As shown in the table below, the 
difference in the per capita income of Uttar Pradesh and the rest of India is 
increasing this is due the slower growth in per capita income for Uttar Pradesh. 
Table 2-5 Average per capita income growth rates of selected states (including 
Uttar Pradesh, in percentage) 
State 
Uttar Pradesh 
Bihar 
Haryana 
M.P. 
Uttaranchal 
All India average 
Constant price 
2.43 
2.70 
5.14 
3.14 
5.35 
5.35 
Current price 
6.18 
6.13 
9.17 
7.70 
8.90 
9.14 
Central Statistical Organization, 2005 
• As can be seen from table 2.6 given below, the per capita gross capital formation 
of Uttar Pradesh is almost half of all in India average. This indicates that a lesser 
amount of new investments are being done in the state of Uttar Pradesh, which in 
future will lead to a slower growth rate of Uttar Pradesh's economy. 
42 
Table 2- 6 Per capita gross capital formations for selected states (including Uttar 
Pradesh) 
State 
Uttar Pradesh 
Bihar 
Haryana 
M.P. 
Uttaranchal 
All India average 
Year 2001 (In Rs). 
2141 
1086 
6202 
2606 
2141 
4476 
Source: Central Statistical Organization, 2005 
As discussed above Uttar Pradesh lags behind the national averages in most of the 
economic indicators and this lag is increasing which may drive the state into further 
economic backwardness. 
• In the banking sector the share of deposit from Uttar Pradesh is next to 
Maharastra but the credit dispersal is less than most of the other states. The table 
below depicts the position of Uttar Pradesh with respect to other Indian states. 
Table 2.7 Credit Deposit ratios for selected states including Uttar Pradesh 
State 
Tamil Nadu 
Maharashtra 
Chandigarh 
Andhra Pradesh 
Rajasthan 
Kamataka 
All India 
Gujarat 
West Bengal 
Jammu & Kashmir 
Uttar Pradesh 
Credit-deposit Ratio (in percentage) 
113.4 
94.7 
94 
91.6 
82 
78 
74.2 
65.2 
61.4 
48.1 
44.9 
RBI Data, 2008 
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According to RBI (as on 31 march 2008) Uttar Pradesh is ranked low at the 22 
positions among the Indian sates in terms of the credit deposit ratio. A low credit 
deposit ratio indicates that in Uttar Pradesh either the banks are unwilling to lend 
funds or entrepreneurs are not able to present banks with good projects. 
• State finance of Uttar Pradesh is in a weak position. The quality and content of 
fiscal deficit has worsened considerably. Liabilities relative to the GSDP are 
accumulating. The accumulated liabilities have resulted in a vicious cycle, where 
fiscal imbalance and higher debt accumulation leads to higher fiscal imbalances. 
The ratio of revenue deficit to fiscal deficit is showing a rising trend. It has 
increased from 40 percent in 1990-91 to more than 53 percent in 2004-05 (BE). 
Budget of Uttar Pradesh 2007-2008 
Item 
1 
Opening Balance 
1- Consolidated fund 
(V) Receipts-
(a) Revenue receipts 
(b) Capital receipts 
(i) Loan receipts 
(ii) Recovery of loans and advances 
Total, (b) Capital accounts receipts 
Total, receipts 
(2) Expenditure -
(a) Revenue expenditure 
(b) Capita! expenditure 
(i) Capital outlay 
(ii) Repayment of loans 
fiii) Loans and advances 
Total, (b) capital expenditure 
Total, expenditure 
Deficit (-).-''surpius (+) of Consolidated 
Fund 
2-Contigency Fund (Met) 
3- Public Accounts (Net) 
Net Results of All Transactions 
Closing Balance 
Actual 
figures 
2005-06 
2 
•97.55 
45349.16 
17338.60 
5S5.05 
17923.65 
63272.81 
46617.14 
8711.23 
8333.49 
633,84 
17728.56 
64345.70 
•1072.89 
115.75 
1205.24 
248.10 
150.55 
Budget 
estimates 
2006-07 
3 
•503,17 
56144.40 
= 24008.14 
387.S3 
24396,07 
80540.47 
55021.23 
13437.21 
= 13506.12 
785.40 
27828.73 
82849,96 
-2309.49 
0.00 
2448.70 
139.21 
-363.96 
Revised 
estimates 
2006-07 
4 
^ 3234.25 
60030,17 
12397,71 
387,33 
12785.64 
72815.81 
56671.18 
14093,25 
3505,12 
743,40 
18442.78 
75113.96 
•2298,15 
23.49 
1465,76 
-808.90 
2425.35 
Budget 
estimates 
2007-08 
5 
* 5481,47 
74017,70 
= 25083.50 
507.99 
25691,59 
99709,29 
67871.38 
18429,67 
=13801.02 
809.34 
33040.03 
100911,41 
-1202.12 
0.00 
1823,08 
620.96 
6102.43 
(In crore rupees). As per RBI figures, # This includes Rs. 10,000 crores given by RBI in 
shape of advance for economic measures in the budget estimates for the year 2006-2007 
and budget estimates for the year 2007-2008. 
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The government of Uttar Pradesh has enacted a fiscal responsibility and budget 
management act (FRBMA) in 2004 with an aim to control the growth in debt and 
eliminate revenue deficit. A 15- fold strategy of fiscal reforms was undertaken to for 
achieving the targets set out by the FRBMA. This strategy is yet to bear fruit and as can 
be seen from the budget summary given below Uttar Pradesh continues to face deficits. 
2.4 Infrastructure of Uttar Pradesh 
Infrastructure plays a key role in promoting the development of a state. UP's 
infrastructure can be summarized under the following heads 
2.4.1 Physical Infrastructure 
Roads -The budget for roads has been increased five times from Rs. 1,083 crores in 2003 
to Rs. 5583 crores in 2006. The state plans to bring up the State Highway Authority 
(SHA) on the lines of the National Highway Authority of India. 
Road sector: Vision 2021 
Length of state highways to be increased to 12174 km 
Length of district roads being increased to 24,348 km 
100 per cent cormectivity is being ensured for villages. 
Widening of all state highways to double- lane 
Widening of 40 per cent major district roads to double lane 
Rail- The capital of UP, Lucknow is an important junction of the Northern and North 
Eastern Railways. Other cities of UP are also well connected with all important cities of 
India. 
Aviation- Lucknow, the capital of Uttar Pradesh, is well connected by air with New 
Delhi, Patna, Calcutta and Mumbai. . ^ C 5 ^ 
Power-The total esfimated investment requirement during FY 2000-FY 2009 in the state 
is: 
• Generation -Rs. 37 billion 
• Transmission -Rs. 37 biUion 
• Distribution-Rs. 112 biUion 
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The state is on the path of constant progress in with respect to the power sector. This is 
evident from the fact that 7503 villages were electrified during 2005-06 and the state 
aims to electrify all villages by 2008. Further, many major private projects like Dadri 
Power Project of Reliance Energy Generation Limited, Roza Power Project of BirIa 
Group are in various stages of implementation in the state. To boost the investments in 
this sector, government land is being made available on lease for a period of 99 years at 
the rate of Rs. 100 per acre to set up a power generation project. Also, the state has 
formulated an explicit power policy to facilitate investments in the power sector. 
2.4.2 Social Infrastructure 
Education 
Uttar Pradesh was ranked as first for the successful implementation of education for all 
policy. The state launched it's mid -day meal program in 95,000 primary schools and 
about 1.75 crores of children benefited under this scheme. The state has provided 
financial aid of Rs. 20,000 for higher education of girls under Kanya Vidyadan scheme. 
Further, provision has been made for free distribution of books and uniforms for students 
in primary schools. 14, 412 new school buildings have been constructed in the state 
during 2004-05. 
Prominent Educational institutions in the state of Uttar Pradesh 
Apart from having a number of universities and institutes in different regions of the state, 
UP has a number of prominent world class learning institutions like 
• Indian Institute of Technology (IIT) 
• Indian Institute of Information Technology (HIT) 
• Indian Institute of Management (IIM) 
2.4.3 Natural Wealth of Uttar Pradesh 
Uttar Pradesh is endowed with natural wealth in abundance. This wealth lies hidden 
below a variety of .rocks of different ages found in lofty mountain ranges of the 
Himalayas in the North and Vindhyan ranges in the South. The diversity of flora and 
fauna displayed here due to vast area, big and small rivers, varieties of climatic 
conditions, and different kinds of soil are hard to find elsewhere. 
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Minerals 
The minerals found in Uttar Pradesh include limestone which is found in Guruma-
Kanach- Bapuhari in Mirzapur district and Kajrahat in Sonebhadra district; dolomite 
which is found in Mirzapur, Sonebhadra and Banda, glass-sand found in Karchhana tehsil 
of Allahabad district, Karwi in Banda district and Mau district; marble found in Mirzapur 
and Sonebhadra; bauxite found in Rajhgewan in Banda district; non-plastic fireclay found 
in Bansi, Makri-Khoh area of Mirzapur district; and Uranium found in Lalitpur district. 
Besides, Barytes and Edalusite are found in the districts of Mirzapur and Sonebhadra. 
Sand-stone, pebbles, salt punter, marang, sand and other minor minerals are also found 
in the State. 
2.5 Developmental institution of Uttar Pradesh 
2.5.1 Industrial Development 
(UPSIDCL), Uttar Pradesh State Industrial Development Corporation, the premier 
industrial promotion and infrastructure development undertaking of the State 
Government has been the driving force behind scores of industrial ventures since 1961. 
Uttar Pradesh State Industrial Development Corporation Limited (UPSIDC) is 
committed to provide high standard, plentiful infrastructure, facilities, and an investor 
friendly environment hs major promotional and development activities are: 
• Development of Industrial Areas equipped with the entire necessary industrial 
infrastructure. 
• Identification and promotion of infrastructure-related and industry specific 
projects. 
• Execution of civil construction works for government and public sector 
organizations. 
• Acquisition of land on demand for large projects. 
• Development of integrated Infrastructure Industrial Townships. 
Its industrial areas are equipped with infrastructure facilities like roads, drains, internal 
power lines and streetlights. It makes efforts to provide state-of-the-art and need-based 
support facilities like industrial housing, telecom, water supply, common facility centers. 
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banks, post offices, dispensary, police outpost, shops, Business Development Centers for 
housing with modem communication, business centers and field hostels. 
UPSIDC has so far developed 155 Industrial Areas encompassing 41,948 acres of land 
with a wide range of infrastructure facilities. UPSIDC has housed more than 7800 units 
in various industrial areas which have provided direct employment to 2, 00,000 persons. 
Prestigious Industries such as Asian paints, Arihant Industries, Avon Cycles, Atma Steel, 
Ambuja Agro, Bindal Agro, Bhushan Steel, BHEL, BEL, CEL, DCM-DAEWOO, 
Dalmia, Delhi Press, Escorts, Glaxo, Goodlass Nerolac, Hawkins, Hindustan Lever, 
Hindustan Petroleum, Indo-Gulf Fertilisers, JP Industries, Jain Tube, LML, Nirma, Nicco 
Batteries, Paam Pharma, Pepsi, Parle, Raunaq, Raymonds, Rathi Steels, Swadeshi 
Polytex, SRF, Nippon Denso, Shamken Multifab, Super House, Somaiya Organics, 
Telco, Tata Fertiliser, Vam and Williard India are in the industrial areas of UPSIDC 
L5.2 Financial Institutions 
1. Pradeshiya Industrial & Investment Corporation of Uttar Pradesh Limited 
(PICUP)- The main function is to facilitate industrial investment in Uttar Pradesh. 
PICUP provides broad based financial services of the highest quality right from Project 
Identification to preparation of Feasibility Report and from extending Term Loans to 
Equity Participation. 
Over 1600 companies which have been supported in a short span of thirty three years 
generating direct capital investment of over Rs. 5200 Crores and primary direct 
employment to approximately over 1, 50,000 persons. 
2. Uttar Pradesh Financial Corporation (UPFC) -Apart from PICUP financial 
assistance to industrial & service sector units is also provided by UPFC. Focus of UPFC 
is on small and medium enterprises by providing assistance in establishing new units and 
expansion of already existing units. 
Apart from the above state specific financial institutions Uttar Pradesh has a number of 
other financial institutions and public and private banks. 
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2.6 Research institutes in Uttar Pradesh 
1. Central Drug Research Institute (CDRI), Lucknow 
A pioneer organization engaged in bio medical research. Its achievements are the 
development of new drugs and diagnostic vaccines. CDRI also carries out extensive 
research to find cheaper and convenient technology for manufacturing drugs and 
intermediaries. 
2. Central Institute of Medicinal & Aromatic Plants (CIMAP), Lucknow 
It is dedicated to aromatic and medicinal plant research, cultivation and business. Its 
excellence can be understood by its mission of being the ultimate in green technologies 
for health and life. 
3. National Botanical Research Institute (NBRI), Lucknow 
It is the R&D Centre of CSIR , undertaking research from classical taxonomy to cutting 
edge areas of modem biology-including both applied and basic research in the fields of 
biochemistry, bioinformatics, biotechnology, conservation biology, cytogenetics, 
environmental sciences, ethnopharmacology, floriculture, microbiology, molecular 
biology and genetic engineering, pharmacognosy, pharmacy, physiology, 
phytochemistry, plant biodiversity, plant breeding, taxonomy and tree biology, for the 
conservation and sustainable utilization of the non crop plant genetic resources of the 
country. .,-•;''-'•'•' 
2.7 Industrial parks in Uttar Pradesh 
1. Biotech Park, Lucknow 
The State of Uttar Pradesh, a vital hub of scientific activities is endowed with rich 
biological resources and rich biodiversity. It has the unique distinction of having a 
number of research institutions, which have the expertise and capabilities in the area of 
biotechnology. In recognition of which, Lucknow was declared as the Biotechnology 
City of India during the 89th session of the Indian Science Congress on January 3,2002. 
Biotechnology, a frontier of science offers enormous possibilities of its use as a premium 
precision tool for the welfare of society and creation of wealth for sustainable 
49 
commercial and socio-economic development. The establishment of the Biotechnology 
City at Lucknow signifies a new era of partnership among educational and R&D 
institutions and industry, and serves as starting point for various innovative industrial 
activities. 
Biotech Park focuses on the following areas: 
Health Care: Human and animal health care products including therapeutic aids, 
immuno-diagnostics, biosensors, vaccines, gene therapy, monoclonal antibodies, 
neutraceuticals and cosmetics. 
Agriculture: Improvement in the quality and yield of crops, horticulture and forest tree 
species, biopesticides and biofertilizers, processed food and quality enhancers, 
Environment: Bioremediation, safe disposal of waste. 
Industrial Application: Plants as bioreactors, enzymes, chemicals and polymers. 
Energy: Bio fiiels, renewable energy sources have been identified as thrust areas. 
2. Software Technology Park 
STPI and the Government of Uttar Pradesh have jointly taken a lead in spreading the IT 
revolution across the state with the setting up of STPI centers in Noida, Lucknow, 
Kanpur and Allahabad .The aim to provide a favorable environment and world class 
infrastructure to the IT industry. 
In order to capitalize on the vast employment generating potential of the IT services 
industry, the State Government actively promotes the establishment of units for providing 
IT- Services (hardware/software based) and IT-enabled Services (Call Center, Medical 
Transcription and BPO). These units have vast employment generation potential. The 
technical know-how, Infrastructure, marketing support and financial assistance will be 
provided by the State Government to all organizations for setting them up. Lucknow -
Kanpur corridor shall be developed as an ideal IT and ITES destination with leverage of 
IIT(Kanpur), IIM(Lucknow) and IIIT(AIlahabad) as technical and manpower centers of 
excellence. 
The industrial and service sector policy of UP government for the infrastructure sector is 
based on the following pillars: 
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• Creation of world-class infrastructure through private participation. 
• Up-gradation/ maintenance of industrial areas by a co-operative society of the 
entrepreneurs. 
• Creation of Industrial Infrastructure Development Fund (IIDF) for financing 
initiatives in infrastructure development. 
• Promotion of captive and co-generation of power 
• Promotion of natural gas as an alternative source of energy. 
2.8 Industrial and Service Sector Investment policy of Uttar Pradesh 
Industrial and service sector investment policy (2004) aims at creating comprehensive 
reforms and restructuring of the state economy by creating new opportunities and 
opening new avenues for investment in the state. 
The policy provides special incentives on infrastructure investment, in addition to the 
exemption from various tax and duties to the investors. The policy maintains a single 
window policy for speedy and hassle free procedures. A 100 per cent exemption on 
stamp duties for IT, ITES, food processing sector and service sector; rebate on stamp 
duty, land on priority, interest free loan under industrial investment promotion scheme, 
uninterrupted power supply and exemption from electricity duty, 50-100 per cent 
exemption from stamp duty on purchase of land have helped to create ideal environment 
for investment. Also extra incentives are being given on case-to-case basis for investment 
more than Rs.500 crores. 
1. Information Technology Policy 2004 
The policy aims to achieve economic growth through development of nationally and 
globally competitive IT industry by facilitation and providing confidence, dedication, 
purpose and a fertile ground in which investments would thrive. 
Objectives of the Policy 
• Bringing IT to masses 
• Accelerate the use of information technology in schools, colleges and educational 
institutions 
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• Spurring the Domestic demand for software, hardware and services 
• Making Software, Electronics/IT Hardware and ITS/ITES Sectors globally 
competitive and thereby increasing export earnings 
• Facilitating the industry for addressing global markets 
• Facilitate formation of value additions for growth of the industry 
• Help businesses realise full potential in creating wealth. 
2. Biotech Policy 2004 
The state of Uttar Pradesh aspires to utilize the modem tools of biotechnology and attain 
prosperity for farmers, generate employment in rural areas, food for all, good health and 
clean environment. The mission of the policy is to develop knowledge-based economy, 
assure benefit of biotechnology to all section of the State and promote entrepreneurship 
in biotechnology-based industries. 
Objectives of the Policy 
• Establish pre-eminent position of the State in the field of biotechnology. 
• Create awareness about the entrepreneurial and job opportunities in the field of 
biotechnology. 
• Attract biotechnology based industrial investment. 
• Develop and conserve bio-resource for sustainable commercial use. 
• Harness existing R&D capabilities for industrial/ commercial developments in the 
State and to promote corporate fiinding and developing such knowledge. 
• Develop adequate institutional and related infrastructure for development, 
acquisition and dissemination of biotechnology through out the State. 
• Promote research and development and to establish centers of excellence in 
frontier area of biotechnology. 
3. Pohcy for Food Processing Industry (2004-09) 
Uttar Pradesh is one of the largest producers of farm commodities in the country and the 
largest producer of vegetables, wheat, maize, sugarcane, potato and milk. Some of the 
most delicious varieties of fruits are grown in the state. Thus there is an immense inherent 
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potential in this sector. The state also has diverse agro climate conditions, which are 
conducive for a variety of crops round the year. 
Despite the inherent potential, it has so far been untapped. Large quantities of vegetables 
and fruits are wasted as only around 2% of the production is commercially processed. 
Though considerable success has been achieved in evolving appropriate pre harvest 
practices, the issue relating to post harvest management, which includes grading, sorting, 
packaging, processing, transportation and marketing, are still not adequately addressed. It 
is believed that agriculture in the state can turn into a lucrative venture, if there is a 
proper linkage among various components of agri-business, i.e. from the stage of sowing 
to final sale and consumption, which can develop synergy and dynamic efficiency in the 
system. 
Objectives of the Policy 
The policy aims at achieving the following objectives: 
• Better returns to the farmer for his produce 
• Encourage investment and employment generation in the sector 
• Promote value addition and quality consciousness 
• Minimize wastage of agriculture and horticulture produce 
• Provision of appropriate linkages between the agricultural and industrial sectors 
• Provide a 'market' focus to the entire range of activities involved in food 
processing. 
4. Power Policy 2003-09 
Power to all is an integral and primary component of the developmental program of the 
State. To address this key developmental challenge Government of Uttar Pradesh 
formulated a Power Policy in 1994 and a Power Reform Policy in 1998 with the 
following objectives. The power policy has been drafted to attract private sector 
investment into power generation, transmission and distribution with a view to ensuring 
electricity supply to all villages in the state. 
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Objectives of the Policy 
• Provide cost efficient good quality electricity to all categories of consumers for 
economic development and social up-liftment of the state. 
• Make the energy sector commercially viable so that it ceases to be burden on the 
state budget. 
• Protect the interest of the consumers 
With the above objectives in perspective, the Government of Uttar Pradesh agreed on 
the following key aspects of the power sector Reform program. 
• Restructuring of Uttar Pradesh State Electricity Board (UPSEB) into autonomous 
and separately accountable entities. 
• Creation of an independent Regulatory Body to protect consumers as well as 
long-term financial health of the power sector. 
• Ultimate transfer of ownership of assets to public corporate entities over a phased 
time scale. 
• Rationalization of tariff. 
5. Policy for Development of Hi-Tech Townships in Uttar Pradesh 
In realization to immense potential of real estate in the state the government of Uttar 
Pradesh has framed the policy for promoting private sector participation in real estate. 
Objectives of the Policy 
• Produce competitive hi-tech marketable estates with an attractive environment for 
high quality living, work and recreation. 
• Encourage high technology and knowledge based industries and tourism. 
• Provide facilities for business organizations engaged in modem technologies. 
• Facilitate and create an enabling enviroimient for attracting maximum private 
investment in housing and infrastructure development. 
• Support and enable private investment in other sectors of the state economy. 
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6. Special Economic Zone Policy 2006 \^^ ' ^ . . ^ "^/J 
The government has announced the SEZ policy to foster industriaJ,^ .,§Lti£L:^ ff^ nomic 
development and create conducive environment for the development of SEZ. 
Salient Features of SEZ acknowledged by the policy: 
Integrated areas with world-class infrastructure facilities will be developed through 
establishment of SEZ. 
• Apart from achieving a rapid economic & industrial grov^h in the country and the 
state, new avenues for employment generation will be created by setting up of 
SEZs. 
• The establishment of SEZs will boost the exports. Domestic Investments, FDI and 
foreign & modem technology will be attracted in the SEZs. 
• Provisions for the exemption of taxes etc. for rationalization/exemption in the 
legal provisions related to labour, environment, electricity, etc. has been provided 
for in the policy. 
7. Sugar Policy 
The Government of Uttar Pradesh declared the new sugar industry promotion policy in 
2004. Under its proposals, entrepreneurs are provided with a host of incentives and 
concessions to set up sugar mills in the state. These include exemption of entry tax on 
sugar, reimbursement of administrative charge and trade tax on molasses. Further, 
exemption from stamp duty and land registration fee, exemption and reimbursement of 
purchase tax on sugarcane, reimbursement of expenditure on transport of sugarcane and 
sugar are also provided. 
Uttar Pradesh has traditionally been known as the "Sugar Bowl of India" (accounting for 
40 per cent of the total production) and sugar is an important source of livelihood in the 
state. The new policy on sugar provides direct benefits to the farming community as it 
has generated rural employment, reduced income inequalities and aims to propelled the 
growth process of the state. 
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2.9 Incentives to promote industrial and service sector investment 
The Government of Uttar Pradesh is committed to providing high standard, plentiful 
infrastructure facilities, a favorable policy framework and an investor friendly 
environment for ensuring higher industrial growth in the state. The state recognizes its 
role in nurturing economic activity and entrepreneurship and places high priority on 
providing outstanding infrastructure to the industry. In lieu of which government of Uttar 
Pradesh provides incentives such as: 
1. Stamp Duty and Registration Charges on Land -100 percent exemption from 
payment of stamp duty on will be provide for the following, 
• New small-scale units in 31 districts of Uttar Pradesh 
• Infrastructure projects. 
• IT, BPO and food processing units. 
• Service sector projects such as multi facility hospitals with specified facilities and 
having at least 100 beds. 
• Facility of registration of all industrial projects at confessional rate of Rs. 2 per 
thousand subject to a maximum of US$ 108.485 
2. Fiscal Incentives- Service Sector-Incentives shall be provide to certain Service sector 
projects as follows, 
• Exemption from acquisition charges if the Government acquires land for the 
project. 
• Exemption from entry tax on plant and machinery used for the establishment of 
project. 
• Exemption from electricity duty for 10 years from the date of establishment. 
• Exemption from development charges levied by the development authority/local 
authority. 
• Exemption from house-tax, water and sewage tax and all other taxes/charges 
levied by the development authority/local authority for five years from the date of 
establishment. 
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3. Investment Incentives under the information technology policy (2004) 
• Exemption of Stamp Duty and Registration Fee: IT units and call centers shall 
be given 100% exemption from payment of Stamp Duty and Registration fees. 
• Preferential Allotment of Land: preferential allotment of land for IT industry 
will be done through NOID A/Greater NOIDA, UPSIDC/Development Authorities 
in the state. 
• Uninterrupted Power: Continuous and uninterrupted power supply for IT 
industries. Exemption from power cuts without limit. 
• Captive Power Generation: Encouragement to captive power generation in IT 
locations. I.T Units with 5 KVA power requirements can be set up anywhere 
irrespective of master plan or land use classifications. 
• Incentives to Mega Investment Units: Information Technology and electronic 
units set up in the state with an investment of Rs50 Crores or more shall be 
classified as Mega Investment Units. The mega investment units will be entitled 
to a plethora of incentives including allotment of land on priority basis, interest 
free loans for a period of 15 years upto the amount of sales/trade tax liability 
among others. 
• Venture Capital Fund: venture capital fiind will be created with state 
govemment/PICUP/ UPSIDC/ UPFC/private enterprises/ SIDBI and others for IT 
sector. 
• Special Financing Package will be developed by the State Financial Agencies to 
fiilfiU the unique needs of the IT sector. 
• A Range of Trade Tax Concessions will also be provided to the IT sector. 
• Power Tariff: IT units in information technology parks and STPs will be charged 
the same power tariff as the SSI. 
• Exemption from Pollution Control Provisions. 
4. Investment incentives under the biotech policy (2004) 
• Single window facility and constitution of biotechnology development board. 
• Relaxation of taxes on Biotechnology based products. 
• Relaxation on land for establishment of biotechnological units. 
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• Biotechnological units shall be exempted for entry tax for fifteen years on 
Capital goods. 
• Captive generation sets installed by biotechnological units shall be exempted of 
electricity tax for 10 years. 
• Uninterrupted power supply. 
• Relaxation in stamp duty and registration fee. 
• Relaxation in zonal regulations. 
• Projects where an investment of Rs50 Crores or more will be made either in 
expansion of existing units or in setting up a new unit, also such units which 
employ more than 250 people will be declared as mega projects. Such projects 
will be given relaxation under special package. 
• Provision of cluster development fund /venture capital. 
• Establishment of Biotech parks at NOIDA and Lucknow. 
5. Investment incentives to SEZ developer and units (2006) 
• SEZ developer and SEZ units shall be exempt from all kinds of taxes, cess or 
levies of the Government of Uttar Pradesh or taxes of any other local 
authority/agency for any transactions within the SEZ or any procurement of 
goods, supplies or services fi-om the Domestic Tariff Area (DTA). Units in DTA 
would also be exempt from these on sales made by them to a SEZ unit or SEZ 
developer. These include UP trade tax, turnover tax, mandi tax, entry tax, 
development tax, local bodies tax, etc. 
• SEZ developer and units would also be exempt fi-om taxes levied by local bodies, 
as SEZs would be an industrial township under constitution of India and would be 
responsible for providing services within the zone. 
• Developers, Co-developers of SEZs and units established/ to be established will 
get total exemption from the stamp duty & registration fee on first transaction but 
on implementation of amendments in the Indian stamp act -1899, as per third 
schedule of SEZ Act-2005, exemption will be applicable as provided therein. 
• Facility for treating sales from SEZ to DTA, as "imports" is not being 
implemented, because many of the other states are not having any such policy. 
However, this is subject to revision. 
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• Electricity duty and taxes shall be exempted on generated or purchased electricity 
for use in processing area of the SEZ for a period of 10 years from the date of 
production or start of service. 
• SEZ will have freedom of generation, transmission, and distribution of electricity 
within the SEZ subject to provision of Electricity Act 2003. Wherever the consent 
of Uttar Pradesh State Regulatory Commission will be required, it shall be 
obtained. 
• All admissible facilities shall be available to SEZ as well under the Uttar Pradesh 
power policy. 
2.10 State of Industrial Development in Uttar Pradesh 
Uttar Pradesh's industries are predominantly based on agriculture. Many industries in 
Uttar Pradesh's are highly export oriented contributing about 6% of India total export in 
the year 2002-03(CMIE). Also Uttar Pradesh is a leading state in art ware and is 
supplying products to national and international markets. If one were to lay down the 
contours of the present industrial economy of Uttar Pradesh the following key 
observations emerge (As per the Uttar Pradesh Development Report, 2007). 
• The states industrial economy is predominantly agro-based with significant 
strengths in chemical and engineering sector 
• Up to 1980s, Uttar Pradesh had significance presence in textile processing and 
mineral based industrial sectors of India, but this declined in the 1990s 
• Uttar Pradesh's presence increased significantly in basic goods, declined in 
consumer goods and intermediate goods. 
• The state's agro-processing strengths lie in refined sugar, vanaspati, sugar and 
grain milling. In the 1950's per capita income in UP was at par with that of other 
states, today it stands at only two -thirds of the national average income. In the 
late 1970's and 1980's large doses of public investment (both central and state) 
stimulated private sector participation in the state's industrial growth and helped 
UP to maintain its growth. As a World Bank study indicates, slowdown in UP 
started subsequently when different Indian states started to compete with each 
other for investments by formulating exclusive industrial policies based on their 
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individual needs and strengths. In view of its appalling economic condition 
various studies have been conducted to find how improvements can be made 
Table 2.8 Industrial corridors in Uttar Pradesh 
Corridor Districts 
Western Saharanpur, Muzzaffnagar, Bareilly,Badaun, Bijnor, Meerut, Moradabad, 
Ghaziabad, Agra, Aligarh,Mathura, Firozabad And Buland Shahr. 
Central Lucknow, Unnao,Kanpur-Nagar, Kanpur-Dehat,Jhansi And Jalaun 
Eastern Allahabad, Mirzapur, Varanasi, Sonbhadra, Maharajganj, 
Siddhartnagar,Basti,Gorakhpur, Azamgarh, Mau, Ghazipur 
As per a report on Uttar Pradesh by planning commission, government of India, titled 
"Uttar Pradesh Development Report" 2007, the diagnostic analysis of the macroeconomic 
problems shows that: 
1. Industrialization is decisive for growth 
Every percentage point increase in the share of the secondary sector contributes to a 0.27 
percentage to the future per capita growth while for agriculture and the tertiary sector it is 
0.15 and 0.11 only. Even within Uttar Pradesh, h is observed that circles with higher 
shares in manufacturing output have larger per capita income. 
2. Investment climate needs to be enhanced 
As per the tenth five year plan (2002-07) Uttar Pradesh will need investments of around 
Rs.3, 23,161 crores. Centre is likely to contribute Rs.58, 170 crores and state will have to 
contribute Rs. 27,470 crores towards investment in Uttar Pradesh during the tenth plan 
period at 2001-02 prices. The balance amount, Rs. 2, 37,521 has to come from private 
sources, which is an overwhelming task. 
3. Inadequate private sector response 
As indicated by annual survey of industries (ASl 1991-2002) data, which shows a 
declining share of Uttar Pradesh as compared to other Indian states. Data of the 
implemented Industrial Entrepreneurship Memorandum (lEM) shows that states like 
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Gujarat, West Bengal, Maharashtra and Andhra Pradesh were much-preferred 
destinations for investment as compared to Uttar Pradesh. 
4. Low value added manufacturing 
The efficiency of capital in manufacturing in terms of Gross Value Addition (GVA) to 
Fixed Capital Stock (PCS) ratio in Uttar Pradesh is very poor at 0.34 as compared to all 
India average of 0.47. This indicates that in order to grow Uttar Pradesh will require more 
capital than other states. 
5. Foreign Direct Investments (FDI) 
FDI investment during the last 1991-2002 shows a dismal performance when compared 
to other Indian states. Only 730 approvals were there in UP, out of a total of 21, 502 
approvals on an all India basis. The amount of FDI approvals in percentage was only 1.73 
percent. 
6. Investment Opportunities in Uttar Pradesh 
Uttar Pradesh currently accounts for around 4.2% of the country's investment. Out of Rs. 
649.80 Bn of investment in Uttar Praddesh, 31% of the projects are in announcement 
stage, 25% in proposal stage and only 44% of them are imder implementation stage. The 
projects under implementation relate to Electrical Appliances, Compact Discs, TV 
receivers. Leather products. Consumer electronics, Software development, Auto 
ancillaries and food segments besides several infrastructure projects including roads, 
industrial parks and integrated townships. In Uttar Pradesh the major share of the 
investment is accounted by Noida/Greater Noida and Ghaziabad region. This belt 
together is accounting for around 25% share of the total investment in Uttar Pradesh. The 
major units coming up in this region relate to electronics, software development, 
footwear, printing services, apparels, ago and food processing industry and other 
infrastructure projects like hotels, commercial complexes, industrial parks, R&D and 
roads projects. As per the website of Uttar Pradesh Government the following have been 
identified as investment opportunities Power, Food processing, Agro Based industries. 
Animal Husbandry, Engineering, Horticulture, Petrochemicals, Sugar and Silk. 
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Table 2-9 State wise break up of FDI Approvals (1991 - 2002) 
Rank 
1 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
State 
Mahaiasktia 
Dellii 
Tamil Nadu 
Kamataka 
Gujaiat 
Andlua Pradesh 
Madliya Pradesh 
West Ben.gal 
Orissa 
Uttar Pradesh 
Others 
Total 
No. of 
approvals 
3854 
1857 
2113 
1891 
1032 
975 
225 
584 
136 
730 
8105 
21502 
Ainomit of 
FDD (Rs. hi 
bilhon) 
484 
335 
232 
214 
183 
128 
92 
87 
82 
48 
891 
2776 
Percent with 
total FDI 
17.44 
12.06 
8.36 
7.71 
6.58 
4.59 
3.32 
3.15 
2.96 
1.73 
32.10 
100 
Source: SIA News letter (* Figures for August 1991 to March 2002) 
Table 2-10 Distribution of Investment - Industry wise as on July 2002 
Sectors 
Food & Beverages 
Food Products 
Fertilizers 
Organic Chemicals 
Petroleum Products 
Electrical Machineiy 
Electronics 
Automobile 
Electricity generation 
Electricity distribution 
Hotels & Tourism 
Road Transport 
Railway Transport 
Misc. Services 
Commercial complexes 
All industries 
AUIndia 
Rs.Bn 
83.52 
70.40 
141.33 
568.76 
789.62 
39.98 
171.43 
108.19 
512.69 
161.91 
151.19 
986.22 
689.87 
1861.56 
857.85 
15650.76 
No.s 
418 
318 
32 
61 
37 
63 
361 
38 
636 
230 
206 
1,031 
273 
968 
675 
6,684 
Uttar Pradesh 
Rs.Bn 
6.34 
5.36 
6.41 
10.00 
107.24 
6.77 
31.71 
11.00 
179.69 
10.88 
37.04 
82.99 
22.00 
25.28 
21.71 
649.80 
Nos. 
39 
33 
2 
2 
3 
4 
28 
3 
20 
7 
6 
94 
26 
47 
37 
379 
Percentage 
share of UP 
1.0 
0.8 
1.0 
1.5 
16.5 
1.0 
4.9 
1.7 
27.7 
1.7 
5.7 
12.8 
3.4 
3.9 
3.3 
4.2 
Source: CMIE, August 2002 
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Table 2-11 Indicative list and estimated time of approvals and clearances 
required for setting up a new project in Uttar Pradesh. 
Clearance and approvals required 
Issuance of provisional registration 
Permanent of registration of SSI 
Sanction of power load for construction 
Sanction of power load for production 
NOC for 29 highly polluting type of industries 
NOC for industries other than above 29 and the list of 220 non 
polluting industries 
Grant of Consent to 29 types of highly polluting industries 
Temporary registration of trade tax 
Permanent registration of trade tax 
Inspection report for Trade Tax exemption/department 
Decision at Commissioner's level after submission of 
Inspection report for Trade Tax exemption/deferment 
Approval prior to construction of factory building/ use as a 
factory for non-hazardous industries 
Approval prior to construction of factory building/ use as a 
factory for hazardous and major hazardous industries 
Department 
Directorate of Industries 
Directorate of Industries 
Uttar Pradesh State 
Electricity Board (UPSEB) 
UPSEB 
Uttar Pradesh Pollution 
Control Board (UPPCB) 
UPPCB 
UPPCB 
Trade Tax Dept. 
-do-
-do-
-do-
Labor Dept. 
-do-
Time 
Same Day 
30 days 
30 days 
30 days 
120 days 
30 days 
120 days 
3 days 
30 days 
30 days 
30 days 
30 days 
60 days 
NOC on Fire Safety from Fire Officer Fire Dept. 30 days 
Declaration of land as non agricultural Revenue Dept. 30 days 
Proceedings under section 154 of UP Zamindari Abolition Act -do- 15 days 
Allotment assurance from State Excise Dept. State Excise Department 30 days 
Excise License -do- 30 days 
NOC for Electrical Safety Electrical Safety Directorate 60 days 
Permission under Urban Land Ceiling Act Electrical Safety Directorate 60 days 
Building Map approval 
Local Developmental 
Authority 
30 days 
KPMG 2006 
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innovation, new business formation and economic growth (Husasin & Wang, 
2000). 
4. Financial development is influenced by the level and rate of growth in the per 
capita income (King & Levine, 1993; Rajan & Zingales, 1998). Venture 
capitalists act as catalyst for technological progress, thereby enhancing 
productivity and generating wealth for the entire economy (Koh & Koh, 
2002). 
5. Entrepreneurship and new firm formation is important for economic grow t^h 
Feldman (2001). Venture capital can channel capital to new and innovative 
firms thus allowing entrepreneurs to pursue their goals. As shown by (Birch 
1979; Kirchoff, 1994), among newly created firms, highly innovative firms 
create a disproportionately greater share of net new jobs than those new firms 
with less innovation intensity. This can promote regional economic 
development (Belke, Fehn & Foster, 2003). 
6. The relationship between financial development (especially financial 
intermediation) and economic grow1:h is been extensively analyzed since more 
than three decades ago. Goldsmith (1969), McKinnon (1973) and Shaw (1973) 
found strong and positive correlations between the degree of financial market 
development and the rate of economic grow t^h. 
7. Venture capital is a form of intermediation particularly well suited to support 
the creation and growth of innovative, entrepreneurial companies (Hellmann 
& Puri 2000, 2002b; Kortum & Lemer 2000). It specializes in financing and 
nurturing companies at an early stage of development (start-up) that operate in 
high-tech industries. For these companies the expertise of the venture 
capitalist, its knowledge of markets and of the entrepreneurial process, and its 
network of contacts are most useful to help unfold their growth potential 
(Bottazzi, Da Rin & Hellmann 2004; Gompers 1995b; Hellmann & Puri 
2002b; Lemer, 1994, 1995;Lindsey, 2003). 
8. Venture capital plays an important role in supporting entrepreneurial 
development and small business growth. (Sagari & Guidotti, 1991) 
9. OECD (2000) report identified venture capital as a critical component for the 
success of entrepreneurial high-technology firms and recommended that all 
nations consider strategies for encouraging the availability of venture capital. 
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10. VCs back small and growing companies, which face more difficulties while 
seeking funding from other sources. (BVCA, 2001) 
11. Venture capital accounts for about two-thirds of the external equity financing 
raised by privately held technology-intensive businesses from private-sector 
sources in USA. (Freear, & Wetzel, 1990) 
12. Governments around the globe have been eager to duplicate the success of the 
fast-growing U.S. venture capital industry. These efforts share a common 
rationale: that venture capital has spurred innovation in the United States, and 
. can do so elsewhere (EU, 1995). 
13. Three Decades of Venture Capital Investment have yielded 7.6 Million Jobs 
and $1.3 Trillion in Revenue (NVCA, 2001). 
The table given below shows the impact of Venture Capital Funding in US during the 
period 1970-2000.The amount invested, state wise sales of VC backed firms, 
employment and growth rate has been shown. 
Table 3.1: The Economic Impact of Three Decades of U.S. Venture Capital 
Funding, 1970-2000. 
State 
Califonua 
Massachusetts 
Texas 
New York 
Colorado 
New Jersey 
Washington 
Virginia 
Pennsyivania 
Georgia 
U.S, Total 
Q i m t e e V C Invested. 
1970-2000 
(Smiilioiis] 
S108.81O 
25,986 
17.189 
16,070 
9.881 
9,138 
7.383 
7.215 
7,187 
6,435 
$273,300 
Sales of VC-Backed 
Firms, 200(1 
($ milb'ous) 
S207.616 
48,848 
158.183 
65.848 
14.565 
38,151 
75.392 
35,689 
58,037 
62,797 
Sl,300,000 
Employment by VC-
Backeii Firms, 2000 
(r'of workers) 
1.415.748 
381.433 
676,158 
369.314 
62.971 
260,114 
263.585 
207.777 
424.652 
338,188 
7,600,000 
\'enture Capital 
Invested. 2001 
($ millions) [£st| 
S14.431 
4,456 
2.679 
2,080 
1.227 
1,207 
908 
972 
na 
996 
--
5-Yr Compound 
.•bnual\'C Gi-oirth 
Rate, 1996-2001 
24,3% 
35.7 
29.8 
33.1 
32.1 
23.3 
20.9 
14.5 
na 
34.5 
-
Source: Metzger & Brooks, 2005 
Impact of venture capital on productivity -Venture capital investment is a major 
source of fiinding for new technology-based firms and is a key factor in promoting the 
development of radical innovations, as it can provide the necessary funding for the 
risky and uncertain innovation process especially for younger firms. The role of 
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venture capital in boosting productivity is also highlighted by a study of European 
union, 2006, v^ h^ich states that Venture capital will enable European firms to grow 
quickly than their US counterparts. 
Impact of venture capital on technological in novation-Another indicator of the 
significance of venture capital investment is its impact on the innovation process. 
Kortum & Lemer (2000) studied the patents issued to twenty manufacturing 
industries during the period 1965-1992 and the venture funding to conclude that 
venture funding accounted for 8 percent of U.S. industrial innovations in the decade 
ended in 1992 and believe that this might have increased to as much as 14 percent by 
1998. They also found that a dollar of venture capital was 3.1 times more likely to 
lead to a patent than was a general R&D dollar 
Indications from other countries 
Israel- the government initiated programs in 1991 Yozma and Inbal led to increase in 
venture capital under management from $29 mn in 1991 to $2 bn in 1997. 
Simultaneously there was a burst of investment by foreign high technology companies 
in R&D and manufacturing facilities. 
Singapore-government started promoting Venture Capital in 1985, which led to an 
increase of more than six times in venture capital funding during the next decade. 
This resulted in an explosion in high technology R&D activity. 
India - the role of venture capital in promoting innovation was highlighted by a 
report of Planning Commission New Delhi, July 2006, titled," Technology Innovation 
and Venture Capital". It states that Venture Capital is becoming a major mechanism 
for stimulating innovation and entrepreneurial growth and there has to be systematic 
initiatives for simulating entrepreneurship through use of venture funds. 
Entrepreneurs generally focus on technical aspects and not on business success. 
Venture capitalist brings the balance between business and technology so that 
innovation becomes a commercial success. The government of India has set up 
committee such as the Chandrashekhar committee to advise government on the issues 
in venture capital financing in India. 
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Impact of venture capital on Employment 
Studies conducted in various parts of the world have highlighted the role of venture 
capital in generating employment. For instance a study conducted, between 1991 and 
1995 in Europe shows that, net employment of the European venture capital-backed 
companies increased by 15% annually, whereas net employment in 500 most 
profitable non-venture capital-backed European companies increased by 2% annually 
in the same period. Likewise, in the US, employment by venture capital-backed 
companies increased by 25% on average every year for the period 1989- 1993, while 
employment by non-venture capital backed Fortune 500 companies dropped by a 
yearly average of 3% in the same time period (Eid, 2005). 
In UK during the five year period to 2001/02, VCT backed companies increased staff 
levels by an average of 32% p.a., compared with a national growth rate of 1.5% p.a. 
In the five years, 1996-2001.Over this period, the average VCT backed firm more 
than doubled annual sales revenue from £4.3 million to £9.3 million. (BVCA, 2005) 
A study conducted in Canada shows that employment in the venture-backed firms 
grew by 30 per cent a year (compounded) between 1989 and 1994, while employment 
in the Canadian economy as a whole was grew by only 3 per cent. 
In India the potential role of venture capital is highlighted by Chandrasekhar 
committee (2000) on venture capital, which says that Venture capital has played a 
very important role in U.K., Australia and Hong Kong in development of technology 
growth of exports and employment. VC investment in India will result into substantial 
and sustainable employment generation of around 3 million jobs in skilled sector 
alone over next five years. Further the spin off effect of VC would create other 
support services and further employment opportunities. The consequence of which 
can put India on a path of rapid economic growth and a position of strength in global 
economy. 
The overall consequences of VC on employment generation can be summarized as 
indicated by Kirchhoff, 1994. The fast growth of venture-backed companies increases 
the demand for qualified employees and attracts talented people to immigrate into the 
local area, thereby increasing the local population. This increased population, in turn, 
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increases the general demand for goods and services. As a consequence, additional 
innovative and non-innovative firms will come up and provide more job 
opportunities. Therefore, beyond the primary effect, secondary firm formations and 
employment occur within the local area and lead to further promotion of local 
economic grov^ h^. 
3.2 Value added services provided by venture capitalist 
Apart from financing, venture capitalists also provide value added services. Though, 
monetary capital infusion is a commodity-like process, VCs differentiate themselves 
by the quality of business, services and reputation capital they bring to their portfolio 
companies (Timmon & Sapienza, 2000). VCs argue that while start-ups might give up 
a larger equity stake in their company for a given capital infusion by a more 
experienced VC, the entrepreneur's remaining stake in his company will be more 
valuable in the future as a result of affiliation with the venture capitalist's value-added 
services such as business referrals, a portfolio of complementary companies, and 
extensive mentoring. 
The value added role played by venture capitalist has been stated by Gorman & 
Sahlman (1989). They help in, obtaining additional finance, strategic planning, 
management recruitment, operational planning, introduction to potential customers 
and supplies, resolution of compensation issue 
Another study by Sahlman (1990) states that "they sit on the board of directors, hire 
and recruit managers, help establish business strategies, provide industry knowledge, 
structure deals with suppliers and customers, and act as confidants to managers". This 
act increases the likelihood of success and it also enables venture capitalist to draw 
information about the quality of projects. The role of venture capital in monitoring 
and governance has also been highlighted by Lemer (1995). As per Frederickson 
(2000), they complement the management team by being active members on the 
board of the investee companies. 
Carvalho, Charles & Matos (2005), have highlighted the human resources aspect of 
venture capitalist. They have stated that Venture capitalist supplement the human 
resource as, managerial resources often are particularly scarce in young, growing 
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firms; the most innovative entrepreneurs are not necessarily endowed with talents as 
managers. And, as the newly organized firm grows, its human resource needs become 
greater and more complex. Thus, it is often the case that realizing the potential of an 
entrepreneurial firm depends on its capacity to recruit high-level managers. Venture 
capitalists add value by bringing to their portfolio firms the capacity to attract superior 
management as they may have a comparative advantage in recruiting management for 
portfolio firms by virtue of their "networking" capabilities and access to private 
information about managerial talent based on their previous experiences with 
managers. 
The general role of VC has been highlighted by various researchers, namely Bottazzi, 
Da Rin & Hellmann 2004; Gompers 1995b; Lemer 1994, 1995; Lindsey 2003. They 
have stated that Venture Capital specializes in financing companies that operate in hi-
tech industries. It provides expertise related to. Knowledge of the market, 
Entrepreneurial process and Networking to help start-ups grow. 
Hellman & Puri (2002a) have statistically confirmed that the services of venture 
capitalist are of economic significance, through a reduction in time to bring product to 
market and by inculcating professionalism in the start up companies. Investment by 
venture capital funds also act as signal for the quality of a firm's technology (Josh 
Lemer, 1996). By providing market linkages and sharpening the business plan 
Venture capital also helps in marketing (Bowonder & Mani, 2002). 
As per BVCA, (2005), VCT managers provide more than just financial contributions 
to their investee companies. They are also an invaluable source of guidance and 
advice. Contributions cited by VC backed companies include, VC managers being 
used to provide financial advice, guidance on strategic matters and for management 
recruitment purposes as well as with their contacts and market information. 
3.3 Role ofventure capital in Initial Public Offerings (IPO's) 
Venture capitalists play a number of roles in bringing the investee company to the 
stage of IPO and subsequently thereafter having a successful IPO. Megginson & 
Weiss (1991) have argued that because venture capitalists repeatedly bring firms to 
the public market, they can credibly stake their reputation. Put another way, they can 
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certify to investors that the firms they bring to market are not overvalued. 
Certification requires that venture capitalists has a reputation, that the acquisition of 
such a reputation is costly, and that the present value of lost reputations by cheating is 
greater than the one-time gain from behaving in a duplicitous manner. Megginson & 
Weiss have tested these ideas using a set of 640 venture-backed and non-venture 
IPO's between 1983 and 1987. Firstly, they examined the quality of the underwriters 
who bring firms to market. They show that the underwriters of venture-backed firms 
are significantly more experienced than the underwriters of comparable non-venture 
offerings. Secondly, Megginson & Weiss also find that institutional holdings of 
venture-backed firms after the IPO are larger than comparable non-venture 
companies. Thirdly, Megginson & Weiss gather evidence on expenses associated with 
going public. Venture-backed IPO's have significantly lower fees than non-venture 
IPO's. Fourthly, Megginson & Weiss have demonstrated that venture capitalists retain 
a majority of their equity after the IPO. Megginson & Weiss argue that this is a 
commitment device. Finally, Megginson & Weiss present evidence that the under 
pricing of venture capital backed IPO's is significantly less than the under pricing of 
non-venture IPO's. 
VC-backed companies are worth more at IPO, experience of VCs adds value by 
bringing a company public at a higher rate, and sorting, which means that more 
experienced VCs invest in better companies. Both effects are found to be statistically 
and economically significant, with sorting appearing almost twice as important an 
influence for explaining the observed differences in IPO rates across VC investors. 
(Sorensen, 2006). Other reasons cited for help of venture capitalist in IPO's are, 
experienced VCs may be better at monitoring and managing companies and they may 
have access to larger networks, drawing on a greater number of contacts with 
suppliers, customers, and potential managers. This increase the chances of companies 
promoted by VCs to be successful and thus reach the IPO stage. (Hellmann & Puri 
2002a; Hochberg, Ljungqvist & Lu (2006). 
The number of VC backed IPOs and their amount for United States is shown in the 
figure 3.1 and 3.2. 
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Figure 3.1 Numbers of Venture-backed IPO's and Total Number of IPO's by 
Year in the United States. 
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3.4 Issues in venture capital financing 
Venture capital represents one established solution to financing high-risk, high-reward 
ventures. Due to its distinguished and complex nature a number of issues are involved 
in venture capital funding. 
3.4.1 Staging 
The staging of capital infusions is the stepwise allocation of capital from VCs to 
entrepreneurial firms and, as suggested by previous literature, an effective way to 
mitigate information and agency problems (Gompers, 1995b, & Kaplan & Strom berg 
(2003, 2004)). Another advantage of staging as per Neher (1996) & Landier (2002) is 
that the venture capitalist's ability to deny financing at each stage forces the 
entrepreneur to exert higher effort and prevents her from diverting cash flows. 
Sahlman (1990) notes that staged capital infusion is the most potent control 
mechanism a venture capitalist can employ. Prospects for the firm are periodically 
reevaluated. The shorter the duration of an individual round of financing, the more 
frequently the venture capitalist monitors the entrepreneur's progress and the greater 
the need to gather information. Staged capital infusion keeps the owner/manager on a 
"tight leash" and reduces potential losses from bad decisions. 
The two commonly used methods of implementing staged financing for start-up firms 
are milestone financing, in which the firm receives a commitment for additional 
injections of financing after certain criteria (milestones) have been reached, and round 
financing, in which the firm has no explicit commitment, but goes to the venture 
capital market for additional financing (where it most probably can receive financing 
if it shows sufficient progress). Though Staged financing induces more efficient 
investment decisions in later stages but it can create a potential holdup problem. A 
commitment to later stage syndication can alleviate the holdup problem between the 
entrepreneur and the initial venture capitalist but introduces information revelation 
problems between the incumbent venture capitalist and members of the later stage 
syndicate Venture Capital (Fluck, Garrison & Myers, 2005) 
Some literature also points to the ill effects of staging of VC investments. Comelli & 
Yosha (2001) have argued that when the venture capitalist retains the option to 
abandon the project, if in the medium term he can receives a negative signal. In such 
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case, the entrepreneur has an incentive to engage in "window dressing" or short-term 
planning, i.e. to bias the signal towards positive values, in order to reduce the 
probability that the project will be liquidated. 
3.4.2. Contracting 
Academic literature on the principal-agent focuses on the conflicts of interest between 
an agent who is an entrepreneur with a venture that needs financing, and a principal, 
who is the investor providing the funds for the venture. Theory has identified a 
number of ways that the investor / principal can mitigate these conflicts. 
The venture capitalist's rights to decide on investment and to replace the entrepreneur 
play an important role in enforcing financial contracts between investors and 
entrepreneurs (Aghion & Bolton (1992), Fluck (2001) Hellman (1998). 
The contracts between VCs and entrepreneurs are notably one-sided. VCs have huge 
power over portfolio companies. A large literature examines the provisions of these 
contracts, and explains them as protecting VCs against the risk of misbehavior by 
entrepreneurs (Kaplan & Stromberg, 2003). As the VC tries to maintain its reputation, 
it constrains VCs to honor an unwritten implicit contract to let successful 
entrepreneurs take their company public and thus retain control. In the presence of 
such one-sided contracts, reputation is one of the key mechanisms that can mitigate 
VC opportunism. 
Some researchers have publicized the allegations of widespread VC misbehavior. 
While entrepreneurs rarely succeed suing VCs in court, their lawsuits have 
consequences far beyond the formal damages awarded. When VCs are sued, other 
industry participants react and the defendant VCs experiences difficulties in raising 
capital and also faces difficulties in finding new deals to fund (Vladimir & Vladimir, 
2007) 
3.4.3 Asymmetric Information, Signaling and Agency cost 
Asymmetric information refers to market information that certain economic actors 
possess but others do not possess. Akerlof (1970) demonstrated how the unequal 
distribution of information affects economic exchange. Using the market for used cars 
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as an example, Akerlof showed how quality uncertainty could cause|a'-£rilarl< 
In the market for used cars, and several generalizations of it, buyers faS^cffiiculties ir 
verifying the quality of the cars they intend to buy from previous owners that .have, i^, 
contrast, developed an accurate understanding on the actual quality of the cars. 
However, the owners of good quality cars cannot convey their quality information 
reliably to the buyers. The owners of cars of inferior quality will claim their cars to be 
of good quality because they know that it is impossible for buyers to distinguish good 
cars from bad cars. Since all rational sellers claim their cars to be of good quality, the 
equilibrium price should be uniform across the market. However, because 
informational asymmetries prevent the buyers from distinguishing, buyers require a 
discount that offsets their risk of adverse selection based on the average quality of 
cars in the market. In the context of VC financing, entrepreneurs and existing 
shareholders may possess superior information about their firm in comparison with 
prospective outside investors such as VC. 
Signaling refers to activities by which the effects of informational asymmetries can be 
reduced. Market signals are activities or attributes of individuals in a market, which, 
by design or accident, alter the beliefs of, or convey information to, other individuals 
in the market. Signaling was first formulated as part of economic theory by Spence 
(1973; 1974). Leland & Pyle (1977) demonstrated that the willingness of 
entrepreneurs to invest in their own project while raising debt produces an actual 
signal of the true quality of the project. 
The nature of the firm's assets also has important implications for expected agency 
costs and the structure of staged venture capital investments. Intangible assets should 
be associated with greater agency problems. As assets become more tangible, venture 
capitalists can recover more of their investment in liquidation. This reduces the need 
to monitor tightly and should increase the time between refinancing. Industries with 
high levels of R&D should also have more frequent agency problems, and venture 
capitalists should shorten funding duradon. Finally, Myers (1977) argues that firms 
with high market-to-book ratios are more susceptible to these agency costs, thus 
venture capitalists should increase the intensity of monitoring ofthes^CiaSrtrtl.'t'* i^^ 
Gompers (1995b) tested the role of agency using a random sample of 794 venture 
capital-financed companies. The results confirm the predictions of agency theory. 
Venture capitalists concentrate investments in early stage companies and high 
technology industries where informational asymmetries are significant and monitoring 
is valuable. Venture capitalists monitor the firm's progress. If they learn negative 
information about future returns, the project is cut off from new financing. Firms that 
go public (these firms yield the highest return for venture capitalists on average) 
receive more total financing and a greater number of rounds than other firms (which 
may go bankrupt, be acquired, or remain private). 
Apart from signaling another method to reduce information asymmetry is 
certification, which refers to the ability of a third party to reduce the quality 
uncertainty about parties associated with them. Booth & Smith (1986) modeled the 
ability of underwriters to certify the price of risky issues in markets characterized by 
asymmetric information between insiders and prospective outside investors. 
3.4.4 Geographical Distance and Venture Funding 
The role of spatial and network proximity for financial intermediaries has attracted 
significant attention in finance literature. This is confirmed by the finding that formal 
institutional networks are actually embedded in informal relationships through which 
transactions and information flows (Clark & O'Connor 1997). 
Tian (2006) provides evidence that entrepreneurial firms located closer to their 
investing venture capitalists outperform other entrepreneurial firms and receive fewer 
financing rounds, have a longer duration between successive investment rounds, 
receive larger investment amounts per round, have a higher chance of successful exit, 
and have a better operating performance in the IPO year. The findings suggest that 
proximity allows VCs to monitor more effectively and consequently improves firm 
performance. 
The mechanism of staging is used by about 80% of venture capital investments. 
Staging incurs negotiation and contracting costs. VCs must commit significant time 
and resources in negotiating and writing new contracts, including detailed evaluations 
of the different aspects of the firm such as its management team, technology, 
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products, and the industry in which it competes, before each new financing round. 
Second, the lag in implementing projects because of the successive capital infusions 
can increase costs for the entrepreneurial firm through longer development cycles, 
delays in market entry, and forgone economies of scale. VCs may balance the cost of 
monitoring an entrepreneurial firm with the cost of writing new contracts and delays 
in the firm's development due to staged capital infusions. Thus, if monitoring costs 
are low, VCs may try to reduce the costs of staging by reducing the number of 
financing rounds. 
The importance of physical distance for information gathering is also high lighted by 
Coval & Moskowitz (2001) they show that, geographical proximity is inversely 
related to the cost of information acquisition. 
3.4.5. Syndication of Venture Capital Investments 
Wilson (1968) defined a syndicate as "a group of individuals who must make a 
common decision under uncertainty that will result in a payoff to be shared jointly 
among them". In the context of financial markets, syndicates are groups of investors 
that jointly make an investment decision. These syndicates are commonly formed 
among lenders (syndicated loans) and equity investors such as venture capitalists 
(Wilson 1968). 
In the context of venture capital a syndication relationship exists when at least two 
venture capitalists invest in the same venture in the same financing round (Bygrave 
1987; 1988 and Lemer 1994). Venture capitalists, upon finding a promising firm, 
typically do not make a binding commitment to provide financing. Rather, they send 
the proposal to other venture capitalist for their review. Willingness of other venture 
capitalists to invest in the firm may be an important factor in the lead venture 
capitalist decision to invest (Pence, 1982). 
Why syndication is done? Venture capitalist syndicates their investments with other 
venture capitalists to distribute risk, for seeking advice about the startup firm and to 
cross check on the investment decision (Gompers & Lemer 1999). Other rationales 
have been proposed to explain why venture capital firms syndicate. 
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• Venture capitalists may syndicate to share risk (Lockett & Wright, 2001). 
• To improve decision-making by joint decisions (Lemer, 1994). 
• To window dress (Lemer, 1994). 
• To improve capabilities to add value. The potential value-adding activities of a 
venture capitalist include, for example, monitoring financial and operational 
performance, recruitment of management, arranging financing from 
complementary sources, serving as a sounding board to the entrepreneurial 
team, arranging incentive plans, providing access to auditors, lawyers and 
investment banks, and setting company policies (MacMillan et al., 1988; 
Gorman & Sahlman, 1989; Sapienza, 1992; Sapienza et al., 1996; Hellman & 
Puri, 2000; 2002b). 
• Social reasons. The formation of syndication relationships may also reflect the 
venture capitalists' need to establish social status (Podolny, 2001). Firms with 
many relationships with other well-connected firms have high status and gain 
reputation benefits. As a result, venture capitalists may attempt to establish 
syndication relationships to generate and maintain status-enhancing 
organizational connections. 
3.4.6 Valuations of Venture Capital Investments 
Valuation means the process of placing a monetary value on an investment 
opportunity. It is the price of an investment, a security, or a company that the buyer 
and seller agree upon prior to completing a transaction. The value of the company 
determines the percentage of equity the venture capitalist receives in return for their 
investment and thus their ultimate return. The valuation process is also important for 
the entrepreneur, because a low valuation will lead to an excessive dilution of their 
share in the company. (Abeer & Leece, 2004). 
Valuing early-stage high-technology growth-oriented companies is a challenge to 
current valuation methodologies. The traditional approach to project analysis requires 
the forecasting of future cash flows and discounting these to present value at some 
risk adjusted rate. Two valuation approaches that have received particular attention in 
the literature are discounted dividend yield methods and discounted future cash flow 
methods. Venture capital firms, for two reasons, rarely use the dividend yield method. 
Firstly, most venture capital investments are placed in the early stages of a company's 
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development, in which dividends are rarely being distributed. Secondly, if the 
investment is in the expansion, or later stages, in the potential companies a request for 
funds from a venture capitalist is likely to reflect cash constraints and thus dividends 
may not be an option for valuation (Wright & Robbie 1996; Manigart, et al 1997). 
Another perspective used to explain valuation is by Gompers & Lemer (2000) who 
examined how the inflow of capital into venture funds affects the valuations of new 
investments. Their results indicate that fund inflows tend to inflate venture valuations, 
because excess money available for investments intensifies competition for a limited 
number of attractive targets. Furthermore, Gompers & Lemer (2000) did not find 
changes in valuations to be related to the ultimate success of the ventures. Contrary to 
the efficient market hypothesis, changes in the supply of capital were found to have 
an immediate impact on the valuations venture capitalists place on new investments. 
Analyzing venture capital valuations and the true return on investments is difficult 
because typical data sets available to researchers suffer from selection bias (Cochrane, 
2001) 
3.4.7 Returns on Venture Capital 
A VC invests its ftinds in risky business ventures and also incurs managerial time as 
they oversee the investee companies. In lieu of which VC expects return. Many 
previous studies have been carried out on the returns of venture capital; both 
anecdotal and empirical research has been done. Kenney (2000) provides a thumb rule 
of the returns. Out often investments three or four investments are expected to fail at 
a near total loss. Another three of four neither fail nor are easily liquidated. These are 
termed the "living dead" and are judged failures by the venture capitalists. For the 
successful flmds it is the final two or three that determine the return. In these cases 
one or two investments provide returns of ten to over one hundred times the initial 
investment. It is these successes that compensate for the failures and complete the 
venture capital cycle. 
As shown in table 3.2, Runhka & Young have provided empirical evidence regarding 
the stage-wise return of venture capital investments. While venture capitalists require 
an average rate of return of 65-70% for seed-stage investments, later stage 
investments can be accepted at 25-35% return. The variations in returns as per the 
stage of investments have also been shown by Wetzel (1981). 
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Table 3.2 Venture capitalists' required rates of return for different stages of 
development as reported in earlier research 
Rate of return demanded 
Coded as stage Ruhnka & Young (1987, 1991) Wetzel (1981) 
Seed 73.0% 50.0% 
Start-up 54.8% 50.0% 
Second 42.2% 37.5% 
Expansion 35.0% 30.0% 
Later 35.0% 22.5% 
Empirical researches have provided that, VCs usually charge a two percent annual 
management fee, and retain 20 percent of the profits they make on their portfolio 
investments (Gompers & Lemer 1999). Cochrane (2005) also proved that venture 
investments yield returns several points above what their risk characteristics would 
warrant by deriving alpha, the pure annual excess return over the risk-adjusted 
benchmark to be 32 percent per year, with a standard error of 9 percent. However 
other authors have different estimates for example, Ljungqvist & Richardson (2003) 
find it to be at least five percent, and Kaplan & Schoar (2005) argue that it may well 
be four or five percent, and Hall & Woodward (2007) estimate it at around two 
percent. The differences in these figures can be attributed by the fact that returns of 
venture capital fiinds are highly correlated with the returns on the market as a whole 
(Cochrane, 2005). 
Furthermore, venture capitalists require compensation for their efforts in developing 
the venture. Manigart et al. (2002) surveyed the determinants of venture capitalists' 
required rates of return in five countries. They found that VCs with more intensity of 
involvement require higher rates of return, and that the rate of return declines with the 
stage of development of the venture. 
Pandey (1996) found that venture capitalist expect a return of 25 percent and above 
over a five year period, while Kumar & Kaura (2003) through a sample of Indian 
venture capitalist concluded that in lieu of the risk faced in financing of untried ideas 
venture capitalist expect a return of 40 percent from their investments. 
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FIGURE 3.3 Average Annual Rate of Return received by investors in U.S. 
Venture Capital Funds 
u 
Compiled from Venture Economics data, 2002. 
Table 3.3 U.S. Venture Capital Returns by Fund Type and Investment 
Horizons 
Time 
Early / Seed 
Stage 
Expansion 
Stage 
Later Stage 
All Venture 
National Ventur 
3 months 
-3.3% 
-2.6 
-2.7 
-2.9% 
e Capital Assc 
1 year 
-20.6% 
-16.1 
-16.3 
-18.2% 
)ciation (20 
3 year 
81.4% 
46.3 
28.3 
54.5% 
01) 
5 year 
55.1% 
35.5 
24.6 
40.0% 
10 year 
34.5% 
24.7 
25.4 
28.4% 
20 year 
22.4% 
16.6 
17.4 
18.7% 
3.4.8 Risk in Venture Capital Investments 
By its very nature of financing new/unproven start ups venture capitalist face a high 
risk. As per Golder & Tellis, 1993, a venture that invest in to a new technology faces 
a number of risk for example, the risk that as alternate technologies emerge, its 
technology will not perform as expected, and/or there will be little or no demand. As 
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the technology and market are new, pioneers also face risk of technical and demand 
uncertainty (Aaker & Day, 1986). 
Also a reluctance to withdraw too quickly from mature technologies that are highly 
profitable (Yip, 1982) creates an inertia, which makes change difficult. Later 
followers are better able to recognize the attractiveness of a market and identify the 
key success factors thus are able to minimize the costs of entry. Leland & Pyle (1977) 
divided risks into three types 
• Associated with external uncertainty (Market size. Customer adoption rates). 
• Associated with internal uncertainty (Management quality) 
• Associated with complexity (Product or technological innovation) 
Structured attempts to analyze the risk-return trade-off of venture capital investments 
were made by Huntsman & Hoban (1980). They found that venture capital 
investments offer attractive returns, on average 18.9% year-on-years. Studies by 
Ruhnka & Young (1991) developed a framework for venture capitalist risk 
perceptions and risk-reduction strategies. Early-stage investments are regarded as 
significantly more risky than later-stage investments and so demand a higher 
compensation (refer table 3.2). 
Other empirical research by Hall & Woodward (2007) has shown that the beta of 
venture is about 1.7 i.e. venture investments are exposed to significant levels of 
systematic risk. 
3.4.9 Control and mitigation of risk 
Many entrepreneurs either do not seek or decline venture capital funding because of a 
fear of losing control of their business or new product ideas. This fear underlies the 
use of the term "vulture capital" (David, Kris, & Michaela, 2004). The fear of VC 
controlling the firm is also highlighted by Kirilenko (2001), who presented a model of 
relationship between a venture capitalist and an entrepreneur engaged in the formation 
of a new firm. Through theoretical modeling, he showed that the venture capitalist 
demands disproportionately higher control rights than his equity investment, and that 
the entrepreneur is compensated for the loss of control through improved valuations 
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The ownership stake that venture capital firms generally take in their portfolio 
companies typically run in the 30-40% range. In return for their investment, venture 
capital firms have some type of "say in" or influence over business management 
decisions. Typically, venture firms have a seat on the board of directors for the 
portfolio company and are intimately involved with the company in which they invest 
(Small Business Notes, 2004). In this regard, they provide company management with 
contacts and help in formulating strategies. Visiting and talking to company 
management is done to maintain close relationships. According to Sahlman, 
1990,venture capitalists visit each of their portfolio company on average 19 times per 
year resulting in a 100 hours of direct (phone and in person) contact. 
Sahlman (1990) suggest that proper structuring of the investment contracts can offset 
conflicts. Venture capitalist provide funds to the entrepreneur this may crate conflict 
of interest leading to extra cost (agency cost). He has suggested that staged capital 
infusion is the most potent control mechanism a venture capitalist can employ. 
Prospects for the firm can be periodically reevaluated to monitor the progress and 
approve further fiinding. This will keep the entrepreneur on a tight leash thus enabling 
better control. 
Other mechanism utilized by venture capitalists to avoid conflicts is the widespread 
use of stock grants and stock options. Managers and critical employees within a firm 
receive a substantial fraction of their compensation in the form of equity or options. 
This tends to align the incentives of managers and investors. Baker & Gompers 
(2004) examine the role that venture capitalists play in setting compensation and 
incentives of entrepreneurs. They find that venture capitalist increase the sensitivity of 
management's compensation to the firm's performance relative to similar non venture 
capital-financed companies. Fixed salaries are lower and the size of the equity stake 
held is higher for venture capital-backed CEOs.The venture capitalist also employs 
additional controls on compensation to reduce potential misuse by the entrepreneur. 
Firstly, venture capitalists usually require vesting of the stock or options over a multi-
year period. In this way, the entrepreneur cannot leave the firm and take his shares. 
Similarly, the venture capitalist can significantly dilute the entrepreneur's stake in 
subsequent financings if the firm fails to realize its targets. This provides additional 
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incentives for the entrepreneur. In order to maintain his stake, the entrepreneur will 
need to meet his stated targets. 
Kaplan, Steven & Per Stromberg (2000) have also identified a number of ways that 
the investor / principal can mitigate risk due to conflicts of interest between an agent, 
who is an entrepreneur with a venture that needs financing, and a principal, who is the 
investor providing the funds for the venture. First, the investor can structure financial 
contracts, i.e. the allocation of cash flow and control rights, between the entrepreneur 
and investor to provide incentives for the entrepreneur to behave optimally. Secondly, 
the investor can engage in information collection before deciding whether to invest, in 
order to screen out unprofitable projects and bad entrepreneurs and lastly, the investor 
can engage in information collection and monitoring once the project is under way. 
Other researchers have also highlighted the importance of controls that a venture 
capitalist needs in order to oversee the portfolio companies (Lemer, 1995) and it is 
suggested that to enable better control VCs should hold their equity stake constant 
across financing rounds (Admati & Pfleiderer, 1994). 
3.4.10 Corporate Governance 
Instead of monitoring the day-to-day operations of a company VCs intensively 
monitor the managers of businesses in which they invest (Gorman & Sahlman 1989). 
When there is a gap in the management team, VC increases its involvement in the 
affairs of the investee company (Lemer 1995). Acting through the board of directors, 
VCs also have the power to hire and fire the senior management of their portfolio 
companies. Monitoring and involvement results in numerous positive effects, one of 
them being the inculcation of better governance (Kaplan & Stromberg 2003). 
Hochberg (2005) finds that VC-backed IPO companies have more independent 
boards, better audit and compensation committees, a higher likelihood of separating 
the roles of CEO and chairman of the board and higher stock market reaction to the 
announcement of poison pill adoption. 
Wan 2007, examined variations in corporate governance of startup companies that 
received first round venture capital funding and show that their board characteristics 
and financial reporting quality are related to the quality of their VC backers. (VC 
quality being the number of prior investments a VC has made, and the number of VCs 
syndicating those deals). When backed by higher quality VCs, startups subsequently 
have larger boards with more independent directors, and benefits from increased 
presence of the investing VCs on their boards. The results suggest that higher quality 
VCs help establish better governance at companies in which they invest and these 
findings suggest that when entrepreneurs seek venture funding, it can have longer-
term governance implications for their companies. 
3.5 Role of government in promoting Venture Capital 
Realizing the need to support new and small growing organization with fund in 
addition to the necessity of directing investments into areas of social and economic 
priority many U.S., European and Asian nations have adopted initiatives to promote 
venture capital. 
In the USA, the Small Business Investment Company (SBIC) program led to the 
provision of more than $3 billion to young firms between 1958 and 1969, more than 
three times the total private venture capital investment during these years (Noone & 
Rubel 1970). One of the key rationales for the establishment of the SBIR program 
was that imperfections existed in the market for the financing of young technology-
based firms. These firms are characterized by considerable uncertainty and 
information asymmetries that permit opportunistic behavior by entrepreneurs. As 
discussed above, the bulk of the equity invested in these firms came from venture 
capitalists (Josh Lemer, 1996). Public venture capital programs have also had a 
significant impact overseas, for instance, these programs have accounted for more 
than one-half of the recent investments in new technology -intensive firms of German 
(Wupperfeld,1992). 
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Table 3.4 Role of government in promoting Venture Capital 
Country Funding support Incentives sciiemes/ regulations 
US Small Business Investment Company (SBIC) 
program, Small Business Innovation Research 
(SBIR), Rural Business Investment Company 
(RBIC), New Markets Ventures Capital (NVMC) 
Business Development 
Companies (BDCs) 
UK Small Business Investment Company (SBIC) 
program, Small Business Innovation Research 
(SBIR), Rural Business Investment Company 
(RBIC), New Markets Ventures Capital (NVMC) 
Enterprise Investment Scheme 
(EIS), Venture Capital Trusts 
(VCT) 
CHINA National Development and Reform Commission 
(NDRC). 
National Development and 
Reform Commission (NDRC) 
initiative to offer better tax 
treatment and exit route for 
domestic VCs 
ISRAEL Yozma, R&D fund, Tnufa, Nofar, Heznek, 
Magnet and Mini Magnet, Bi-national funds, 
Multinational agreements. 
SINGAPORE Startup Enterprise Development Scheme 
(SEEDS), Growth Financing Program, Venture 
Investment Support for Startups (VISS) Fund, 
Enterprise Fund 
Technopreneur Investment 
Incentive, Enterprise Investment 
Incentive Scheme 
AUSTRALIA Innovation Investment Funds I & II Venture Capital Limited 
Partnerships (VCLPs), Pooled 
Development Funds (PDFs) 
CANADA Ontario Community Small Business Investment 
Fund (CSBIF), Seed funds of the Business 
Development Bank of Canada (DBC), 
Subordinated financing of DBC, Regional 
venture capital funds 
Labour Sponsored Venture 
Capital Corporations (LSVCCs), 
Employee Venture Capital 
Corporations (EVCCs), Quebec 
Stock Savings Plan (QSSP). 
TAIWAN Initial capital to VCs Tax credit on investments 
KOREA SBA and MIT provide co-investment in venture 
capital funds as limited partner, credit guarantee, 
R&D bank 
Tax incentives 
Lerner, 1999 
88 
3.6 Factors influence the quantum of investments made by Venture Capitalist 
Venture capital investments are not constant; they may increase and decrease from 
year to year. Literature has tried to identify the influencing factors for this. Poterba 
(1989) argues that many of the changes in fundraising could arise from changes in 
either the supply of or the demand for venture capital. The supply of venture capital 
refers to the desire of mvestors to place money into venture capital funds while 
demand is the desire of entrepreneurs to attract venture capital investment in their 
firm. Factors have been analyzed fi-om the point of view of demand and supply. For 
example, decreases in capital gains tax rates might increase commitments to venture 
capital funds as new commitments become more profitable both for the venture 
capitalist and for the entrepreneur. Going by the same logic the reverse would hold in 
case of increase in the capital gains tax. Apart from capital gains tax other factors also 
matter. Gompers & Lemer, 1999 have stated the following factors: 
• Higher GDP growth and increase in R&D spending leads to greater venture 
capital activity. 
• An increase in the number of good quality firm start-ups leads to more 
demand for venture capital. Effect of quality of investment proposal is also 
highlighted by Kumar (2002), who shows that the VC investment committed 
to India are more than the VC funds invested, reason of this difference being 
the lack of good quality projects. 
• Any policies that can increase the relative attractiveness of becoming an 
entrepreneur and promote technology innovation would an effect on venture 
capital investments. 
• The decision to invest also depends on both the past performance and future 
expectation of returns of the venture capital funds. 
3.7 Investment Criteria used by venture capitalist in evaluating new ventures 
Since providing finance to untried ideas is fraught with danger of significant capital 
loss, Venture capitalists use a number of criteria to judge the suitability an investment 
proposal from an entrepreneur. A number of studies on identifying the investment 
criteria being used by venture capitalist for screening the ventures have been 
conducted both abroad and in India. (Details of 28 international and 7 Indian studies 
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have been summarized in the table attached). These studies though different in their 
approaches, have brought to notice certain criteria, v^ 'hich are considered important in 
most of the studies. 
3.7.1 International studies on Investment Criteria used by venture capitalist in 
evaluating new ventures 
Prior research has identified a number of key investment criteria used by VCs for 
evaluating entrepreneurs' business proposals, and has established their relative 
importance. VCs use a wide range of investment criteria for screening and evaluating 
entrepreneurs' business proposals (Tyebjee & Bruno, 1981; 1984; Fried & Hisrich, 
1994; Shepherd, 1999). 
Starting in the early 1970s (Hoffman, 1972; Wells, 1974; Benoit, 1974), scholars 
began to carry out studies seeking to identify VCs' investment criteria, and to 
establish their relative importance for VCs' financing decisions. 
Tyebjee & Bruno (1984) tried to ascertain the factors, which influence the investment 
decisions of venture capitalist and identified a number of important criteria in their 
study. Another study conducted by Macmillan, Siegel & Narasimha (1985) carried 
out a two-step study in which they identified twenty-seven criteria for evaluating 
investment proposal by venture capitalist. Different studies have highlighted the 
importance of various criteria used by venture capitalist. In spite of a number of 
differences in the outcome many common features have emerged. 
Table 3.5 summarizes the previous studies on venture capital. It gives the focus of the 
past studies, their sample size, the data gathering techniques used in the study and the 
techniques used to analyze the data. Table 3.6 presents prior studies in terms of their 
focus, sample, data gathering and data analysis. The numbers in the cell show the 
relative importance of each criterion in the respective study. 
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3.7.2 Indian studies on Investment Criteria used by venture capitalist in 
evaluating new ventures 
Pandey (1996) was the first to ascertain the evaluation criteria used by Indian venture 
capitalist. His study was based on Macmillan, Siegel & Narasimha's (1985) work and 
was adapted to Indian conditions adding 21 new variables to it. The study found 11 
major criteria, prominent among them was integrity, managerial skills, long-term 
vision, commercial orientation, liquidity of investment and strategy. 
Table 3.7 
Study 
Pandey 
(1996) 
Kumar, 
Asim 
(1996) 
Verma 
(1997) 
Pandey 
(1998) 
Mitra 
(2000) 
Kumar, 
vinay 
(2002) 
Summary of major Indian studies 
Method/date 
Questionnaire 
Annual reports 
DataoflVCA 
Company 
information 
IVCA annual 
publication 
Questionnaire 
Sample 
9 venture 
capital firms 
10 venture 
capital firms 
12 venture 
capital firms 
1 venture 
capital firms 
11 venture 
capital firms 
12 venture 
capital firms 
Statistical 
analysis 
Means and 
frequencies 
NA 
NA 
NA 
NA 
Principal 
component 
analysis 
Summary of findings 
Identified 11 essential criteria 
that VC rated very high. 
Presents a perspective of 
Indian VC industry. Identifies 
problems with regard to 
policy and taxation. 
Presents a perspective of 
Indian VC firms. 
Presents the experience of 
TDICI, documents problems 
faced in developing its 
business. 
Presents factors that restrict 
the growth of the industry. 
Studies investment preference 
vis-a-vis venture stages and 
finds that location and 
ownership that a venture 
capitalist can buy are the 
preference for early and late 
stages respectively. 
Kumar & Kaura, 2003 
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3.7.3 Focus prior studies of VCs' decision making 
Many prior studies of VCs' decision making reported have focused on finding 
through interviews and surveys of VCs a list of criteria VCs use to evaluate ventures 
for a possible financing. Some researchers have been interested in identifying the 
main stages of the VC investment process (Hoffman, 1972; Tyebjee & Bruno, 1984; 
Hisrich & Fried, 1994) and ascertaining the group of investment criteria VCs utilize 
throughout that process. 
Researchers have focused on finding the investment criteria used by successful VC 
firms (McMillan et al., 1987;Pandey, 1985). Some scholars sought to establish 
whether VCs in their home country use similar investment criteria as those employed 
by VCs in North America (Zutschi et al., 1999;Rah, 1994). A number of studies have 
focused on a specific market such as high technology (Bachher, 2000). Others have 
zeroed in on some aspects of VCs' thought process, for example, the role of 
perception in VCs' decision-making (Hisrich & Jankowicz, 1990; Hall, 1989). 
3.7.4 Sample of prior studies on Venture Capitalists' Decision Making 
Scholars have gathered their samples via interviews, surveys or a combination of 
these two methods. The studies have used as their unit analysis a survey filled out by 
an individual VC; a business proposal evaluated by a VC; or a VCs comments with 
respect to an analyzed business proposal (Hall, 1989). 
Usually samples have been small. Well (1974) has interviewed 10 VCs. Hall (1989) 
has interviewed 4 VCs. Kaplan & Stromberg (2000) have interviewed 10 VCs' 58 
investments (in this case, "investment" was the unit of analysis). Kumar et al. (2003) 
has interviewed 11 VCs from India. Silva (2004) has focused on one VC firm in 
Portugal (he has used the method of participating observation). Muzyka et al. (1996) 
have interviewed 73 VCs (among three scholars) and Rah et al. (1994) have 
interviewed 74 VCs. MacMillan et al. (1985) have only interviewed 14 VCs but 
surveyed 102 VCs. In most foreign studies, samples are between 10 to 30 interviews 
and/or surveys while Indian studies the sample size is usually less than 10. 
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3.7.5 Data Gathering techniques of prior studies of VCs' decision making 
Most studies have used the following sequence of steps for data gathering. To start 
with, scholars approached a few VCs for a preliminary interview. On the basis of such 
interviews, researchers have compiled lists of VCs' investment criteria. Conversely, 
some have derived VCs' investment criteria from the relevant concepts in strategy and 
economics (Shepherd, 1999; Shepherd et al., 2000). 
The second step was to classify the criteria into groups such as entrepreneurship, 
product, market, deal and regional criteria. At the third step, researchers mostly have 
tested on a larger sample the investment criteria they had compiled via initial 
interviews of VCs or had derived from the relevant concepts in economics literature. 
Researchers have typically contacted several VCs in their area to conduct initial 
interviews. Though scholars have not discussed how they secured these initial 
interviews but it can be presumed that they have directly approached some prominent 
VCs in their community. 
Finally to gather data, scholars frequently mailed questionnaires to all members of a 
VC association (national or regional). The response rate was typically about 20%. 
Most scholars used a combination of interviews and surveys. Some only conducted 
surveys. A few researchers (Hall, 1988; Hall & Hofer, 1993) have conducted a live 
observation in which they asked VCs to assess investment proposals in their presence 
and comment on them. 
3.7.6 Data analysis techniques used in prior studies of VCs' decision-making 
In the beginning, researchers asked VCs to rate their investment criteria on a four-
point scale and subsequently rank ordered their aggregate appraisals (Hoffman, 1972; 
Wells, 1974). Later, scholars began to use factor analysis and cluster analysis 
(Tyebjee & Bruno, 1981; 1984; MacMillan et al., 1985, 1987) to establish whether 
their proposed classification of investment criteria into groups could be supported. In 
most cases, factor analysis revealed that VCs have applied their investment criteria in 
a different way than originally hypothesized by scholars (Tyebjee & Bruno, 1984; 
MacMillan, 1985; 1987). Sandberg et al. (1986) and Hall (1989) have criticized prior 
research on VCs' investment criteria based on VCs' self-reports due to its common 
99 
bias, overstating the number of investment criteria and understating the importance of 
the key investment criteria. Sandberg et al, 1986; Hall, 1989; Hall & Hofer 1993, 
begun conducting studies based on verbal protocol analysis by asking VCs to think 
aloud while assessing real proposals in order to capture VCs' underlying "thought 
units." 
Riquelme & Rickards (1992) have criticized verbal protocol analysis for being too 
subjective. They have proposed applying conjoint analysis to reveal the importance of 
each investment criteria by contrasting them one to another in pairs. A large group of 
researchers has time after time employed conjoint analysis to identify VCs' "in-use" 
as opposed to "espoused" investment criteria and, thus, overcome the limitations of 
VC self reports (Muzyka et al., 1996: Shepherd, 1999; Shepherd et al., 2000; 
Shepherd & Zacharakis, 1998). 
3.8 Findings in Indian and foreign studies on the Venture Capitalists' 
decision-making criteria 
Various criteria have been identified in the previous studies. These criteria can be 
understood in terms of the features of the entrepreneurship, product, market, deal and 
regional criteria. 
3.8.1 Previous studies on the entrepreneurship qualities 
Indian studies -Venture capitalist performs a careful analysis to be sure that 
entrepreneur has certain key characteristics needed to thrive in competitive business 
world. Studies in India gave the following results as shown in table below. In previous 
Indian studies, Pandey (1995) highlighted that Venture capitalists consider the 
entrepreneur's integrity and urge to grow as the most important aspects. While 
another study by Mishra (2003) also gave similar resuhs with integrity, long-term 
vision and urge to grow as the top three entrepreneurship criteria. On the other hand 
venture capitalists in general claim that they were not much concerned with whether 
the entrepreneur is amenable to suggestion and criticism. As can be seen from the 
table below, the mean of most of the features related to the entrepreneur is high; it 
indicates the relevance of the above stated factors related to entrepreneurs as seen 
from the point of venture capitalists. 
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Table 3.8 Characteristic of entrepreneurs in previous Indian studies 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
Integrity 
Capable of sustained effort 
Critical competence vis-vis venture 
Ability to evaluate and react to risk 
Long term vision 
Attention to detail 
Urge to grow 
Commercial orientation 
Amenable to suggestions and criticism 
Articulate in discussing venture 
Compatible personality 
Familiarity with target market 
Demonstrated leadership in the past 
Track record relevant to venture 
Referred by trustworthy source 
VCs familiarity with the entrepreneurs 
reputation 
Competes against self imposed milestone 
Well thought out strategy to remain ahead of 
competition 
Mean 1995 
3.78 
3.11 
3.22 
3.22 
3.56 
2.78 
3.56 
3.33 
2.56 
2.22 
2.00 
3.22 
2.78 
2.67 
1.67 
1.78 
2.89 
3.33 
Mean 2003 
3.96 
3.62 
3.24 
3.41 
3.74 
3.66 
3.70 
3.37 
3.11 
3.24 
3.41 
3.66 
3.41 
2.90 
3.07 
3.16 
3.16 
3.33 
Foreign studies- Study of Knight (1994) on VC in US, Canada, East Asia and Europe 
shows that the top three criteria of an entrepreneurs personality from the point of view 
of a venture capitalist are the Capability of sustained effort. Ability to evaluate and 
react to risk and their being Articulate in discussing venture. 
The importance of entrepreneur's capability has also been highlighted (Starr & 
Bygrave, 1991) in terms of their past experience. Using the past experience of an 
entrepreneur as means to evaluate the success of new ventures has also been 
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suggested by some researchers (Macmillan et al., 1987). Also Venture capitalist use 
referral system for finding new proposals ( Sagar & Guidotti ,1991). 
Table 3.9 Characteristic of entrepreneurs in Indian and Foreign Studies 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
Entrepreneurs 
Personality 
Capable of sustained effort 
Ability to evaluate and 
react to risk 
Articulate in discussing 
venture 
Attention to detail 
Compatible personality 
Entrepreneurs experience 
Familiarity with target 
market 
Demonstrated leadership in 
the past 
Track record relevant to 
venture 
Referred by trustworthy 
source 
VCs familiarity with the 
entrepreneurs reputation 
U.S 
3.60 
3.34 
3.11 
2.82 
2.09 
3.58 
3.41 
3.24 
2.03 
1.83 
Canada 
3.56 
3.31 
2.74 
2.68 
1.99 
3.68 
3.01 
2.68 
2.10 
1.50 
Asia-
pacific 
3.74 
3.45 
2.77 
2.77 
2.19 
3.57 
2.98 
2.92 
2.22 
1.72 
Europe 
3.56 
3.57 
2.77 
2.60 
2.10 
3.54 
3.18 
3.03 
2.01 
1.55 
India 
1995 
3.11 
3.22 
2.22 
2.78 
2.00 
3.22 
2.78 
2.67 
1.67 
1.78 
India 
2003 
3.62 
3.41 
3.24 
3.66 
3.41 
3.66 
3.41 
2.90 
3.07 
3.16 
Most studies have shown that VCs evaluate whether senior management is capable 
enough and has general management expertise and capabilities (Fried & Hisrich, 
1994) while some scholars (Wells, 1974) have differentiated among management 
functional skills: general, marketing, financial, technical and manufacturing skills and 
experience. Leadership qualities of senior management are also important (Robinson, 
1987; Kaplan & Stromberg, 2000). 
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Indian researchers have demonstrated that VCs consider management's characteristics 
such as long term vision, integrity, commitment, attention to detail and ability to 
evaluate and react to risk (Pandey 1996, Kumar & Kaura, 2003). According to some 
studies apart from qualities of top management VCs prefer a management team that is 
balanced, i.e. it is composed of people with different functional backgrounds and 
skills (Muzyka, 1996, Bachher, 2000). 
3.8.2 Previous studies on the features of product 
Indian studies -The findings of Indian studies on the features of product are shown 
in table below. Product uniqueness and product developed to the point of functioning 
prototype were the most important criteria for evaluating the funding of a venture in 
the study of Pandey (1995). But a later study by Mishra (2003) showed that a high-
tech product, a product protected by patent and unique a product as the important 
features of product/services. He also suggests that the reason for the shift in priorities 
of product and services has been due to the emphases of government of India in 
promoting high technology financing. In addition the market share, which the product 
can achieve, is also evaluated before VC approves funding (Kumar & Kaura, 2003). 
Table 3.10 Characteristic of Products/Services in previous Indian studies 
1 
2 
3 
4 
5 
Characteristics of Product/Service 
High-tech product 
Proprietary product 
Uniqueness of the product 
Product developed to the point of functioning 
prototype 
Demonstrated market acceptance of the product 
India 1995 
1.67 
2.22 
3.11 
3.11 
2.22 
India 2003 
3.20 
3.24 
3.16 
2.61 
2.78 
International studies on features of product 
Study of Knight (1994), shown below, indicates that the ratings of requirements of the 
features of product and services differ from country to country but the feature of the 
product/service being high-tech has a low rating in many countries. 
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Table 3.11 Characteristic of Products/Services in Indian and Foreign Studies 
1 
2 
3 
4 
Characteristic of 
product or service 
Proprietary product 
Demonstrated market 
acceptance of the 
product 
Product developed to 
the point of 
functioning prototype 
High-tech product 
U.S 
3.11 
2.45 
2.38 
2.30 
Canada 
2.28 
2.66 
3.05 
1.25 
Asia-
pacific 
2.64 
2.81 
2.92 
1.42 
Europe 
2.74 
2.85 
2.97 
1.45 
India 
1995 
2.22 
2.22 
3.11 
1.67 
India 
2003 
3.24 
2.78 
2.61 
3.20 
Entrepreneurs may have new product/services for which they require funding. As the 
product/services are new it has to be evaluated in order to gauge suitability for venture 
funding. Prior studies have established that VCs carefully evaluate the quality of a 
venture's product or services using criteria's such as: 
• Is the product unique or sufficiently differentiated compared to competitors' 
offerings (Muzyka et al., 1996)? 
• Does a functioning prototype of a product exist (MacMillan et al., 1985; 
1987)? 
• Will a product allow a venture to obtain a competitive advantage due to its 
apparent superiority over the competitors' products or services (Fried & 
Hisrich, 1994; Zacharakis & Meyer, 1998)? 
3.8.3 Previous studies on the Characteristics of target market 
Indian studies - For Indian Venture Capitalist the critical market requirements vary 
in the previous studies. A high growth rate is seen important as per as Pandey (1995), 
while there are a number of important factors, which are considered as important by 
Mishra (2003). Reasons for the changes in the market requirement of the two studies 
have been attributed the change in business environment due to liberalization and 
globalization, Mishra (2003). 
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Table 3.12 Characteristic of Target Marltet in previous Indian studies 
1 
2 
3 
4 
5 
6 
7 
Characteristics of target market 
High market growth rate 
Little threat of competition 
Easy market accessibility 
Market stimulated by the venture 
Large size of market 
Product in the market familiar to VC 
Ability To Create A New Market 
India 1995 
3.33 
2.22 
2.11 
1.78 
2.00 
1.78 
2.00 
India 2003 
3.91 
3.45 
3.41 
3.24 
3.37 
2.94 
3.20 
International studies 
Knight (1994), show that a high market growth rate is the top most criteria which 
venture capitalist consider in the characteristic of market in a proposal. Rating of 
other features varies from country to country but ability to create a new market gets 
the lowest importance in different countries. 
Table 3.13 Features of Target Market in Indian and Foreign Studies 
1 
2 
3 
4 
5 
Characteristic of 
Market 
High market grovil:h 
rate 
Market stimulated by 
the venture 
Product in the 
market familiar to 
VC 
Little threat of 
competition 
Ability To Create A 
New Market 
U.S 
3.34 
2.43 
2.36 
2.37 
1.82 
Canada 
2.86 
2.37 
1.81 
2.40 
1.63 
Asia-
pacific 
3.15 
2.52 
2.10 
2.42 
2.17 
Europe 
3.00 
2.36 
2.14 
2.23 
1.75 
India 
1995 
3.33 
1.78 
1.78 
2.22 
2.00 
India 
2003 
3.91 
3.24 
2.94 
3.45 
3.20 
The ultimate test of the product/service will be in its acceptability by the prospective 
consumers. Prior studies have revealed that VCs are primarily concerned whether 
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there is sufficient access to a market targeted by a venture (Tyebjee & Bruno, 1984; 
whether a venture satisfies an existing market need or stimulates a new need in an 
existing market (Mac Millan et al., 1985; 1987); whether a market is sufficiently large 
so that a venture can become profitable; whether a market is growing fast enough 
(Muzyka et al., 1996). 
Prior studies have also established that VCs carefully assess the extent of competitive 
threat in a sector before they decide to invest. MacMillan et al. (1987) have 
discovered that two underlying factors have been consistent predictors of VCs' 
financing decisions, market acceptance of a new product; and the degree of 
competitive threat. Hisrich & Jankowicz (1990) have pointed out that VCs consider 
the odds that a venture will be able to hold off competition and whether competitors 
would immediately target a venture as soon as it enters a market sector. Zacharakis 
(1995) has determined that VCs take into account the number and relative strength of 
competitors in a target market as an important criterion while some studies such as 
Shepherd 1999 have gone a step further to find that VCs examine if requirements 
necessary for achieving success in the market change slowly or rapidly. Shepherd et 
al. (2000) have demonstrated that management competence and the degree of 
competitive rivalry appear to be two most important criteria in VCs' evaluations of 
new ventures. 
Most prior studies of VCs' investment criteria have not mentioned the customer's 
approval as a separate investment criterion. Instead, prior scholars have demonstrated 
the role of market acceptance of product (MacMillan et al., 1985; 1987). Some new 
studies, however, have emphasized that VCs separately analyze the customer's 
perspective (Silva, 2004), that is, whether customers in a particular sector will be 
likely to endorse a product and whether senior management has developed a true 
understanding of their prospective customers 
MacMillan et al. (1985; 1987) have first shown that VCs separately analyze a 
venture's strategy (for instance, its positioning vis-a-vis competitors and long term 
vision) as one of their investment criteria. Other researchers have also observed VCs 
using this investment criterion (Muzyka et al., 1999). 
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3.8.4 Previous studies on the features of deal 
Indian studies- Earlier study by Pandey (1995), shows that venture in India do not 
consider very high returns as a critical in a deal. A return of over 25% is mostly 
sought by the venture capitalist. This has been attributed to the assumption that if a 
right entrepreneur, a right product is chosen the returns will follow. Indian 
entrepreneur have placed considerable importance on the liquidity of investment. A 
later study by Mishra (2003) gives similar results except that the mostly Venture 
capitalists require a return of over 100% in 5 years. In both the studies the 
consideration of having to participate in subsequent round of financing received low 
ratings. 
Table 3.14 Deal considerations in previous Indian studies 
1 
2 
3 
4 
5 
6 
7 
Deal Considerations 
Expected return equal to at least 10 times the 
investment in 5-10 years 
Expected return equal to at least 10 times the 
investment in 5 years 
Expected return over 25 % in 5 years 
Expected return over 100 % in 5 years 
Venture can be easily made liquid 
Subsequent investment not expected from VC 
VCF will not participate in later rounds of investment 
India 1995 
1.67 
1.78 
2.67 
1.89 
3.33 
1.00 
1.00 
India 2003 
1.00 
1.00 
3.16 
3.45 
3.45 
2.00 
2.00 
International studies 
In the international studies Venture capitalist place greater emphasis on returns. As 
per Knight (994), venture capitalists take a high risk and therefore require a high rate 
of returns. The importance of return can be seen from the table below. Venture 
capitalist prefer returns through large capital gains on their investments rather than 
steady dividends or interest (Wilson, 1986). 
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Table 3.15 Financial considerations in international studies 
1 
2 
3 
4 
Financial 
considerations 
10 times return in 
5-10 years 
Venture can be 
easily made liquid 
10 times the return 
within in 5 years 
Subsequent 
investment not 
expected from VC 
U.S 
3.42 
3.17 
2.34 
1.34 
Canada 
2.56 
2.39 
1.99 
1.92 
Asia-
pacific 
2.94 
2.72 
2.10 
1.57 
Europe 
2.86 
2.72 
2.10 
1.57 
India 
1995 
1.67 
3.33 
1.78 
1.00 
India 
2003 
1.00 
3.45 
1.00 
2.00 
Deal quality includes the percentage share offered to VC, price of the share. Returns, 
Risk and finally option to Exit incase the venture does not perform as per expectation. 
The quality of deal is an important consideration for VCs. According to prior 
research, VCs may like a venture, but will invest in it only if they are guaranteed a 
certain equity stake in a venture at a certain attractive price (Poindexter, 1976; 
Muzyka et al., 1996). Numerous studies have demonstrated that VCs are extremely 
concerned whether the projected returns from investment in a venture will be 
sufficient to justify a venture's funding (Poindexter, 1976). 
Scholars have established that in evaluating prospective investments VCs identify 
various types of risk they may need to tackle with regard to a particular venture. 
MacMillan et al. (1985) have identified five types of risk typically examined by VCs: 
Competitive risk, bail out risk, investment risk, management risk and implementation 
risk. 
Prior studies have also shown that VCs look into their conceivable exit choices before 
they invest (Tyebjee & Bruno, 1984). Since VCs' funds have a limited life span 
(typically, up to ten years), VCs are concerned whether they will be able to liquidate 
their investment on time (MacMillan et al., 1985). Thus, VCs may or may not fund a 
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venture depending on their estimates of the likelihood and timing of certain 
anticipated exit alternatives (Kaplan & Stromberg, 2000). 
3.8.5 Previous Indian studies on regional features 
In the Indian context a study was conducted by KPMG and TiE in the year 2007 on 
the perception of the current status of the key factors required for 
entrepreneurship development in individual states. The study considered the 
various regional factors (State specific factors) such as Governance, infrastructure and 
local environment. Under these categories factors such as Bureaucracy, Fiscal policy, 
Tax Administration, infrastructure facilities, incubation center, entrepreneur 
education, mentoring facilities and law and order situation. The results have been 
presented in the table below. 
Figure 3.16 Comparison of regional features in Uttar Pradesh with rest of 
India 
1 
2 
3 
4 
5 
6 
7 
Parameter 
Infrastructure 
Manpower 
Finance 
Local environment and ecosystem 
Governance issues 
Regulatory issues 
Weighted average 
Uttar Pradesh 
3.81 
3.74 
3.76 
3.95 
3.78 
3.75 
3.80 
Pan India 
3.36 
3.09 
2.94 
2.95 
2.93 
3.05 
3.10 
In the study of KPMG-TiE, Uttar Pradesh Scored well, sometimes even higher than 
the national average. The high scores for the state of Uttar Pradesh has been attributed 
by the study due to the following: 
1. Perception and expectations of the respondents might be conditioned by their 
experiences, in their respective states, and also their expectations thereof. 
Research suggested that the expectations of entrepreneurs vary according to 
the maturity levels of their ecosystems, a more evolved ecosystem like Gujarat 
or Delhi has the challenge of meeting much higher expectations compared to 
those of a more nascent entrepreneurial ecosystem like Uttar Pradesh. 
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2. The score for Uttar Pradesh can be attributed to a respondent base primarily 
consisting of NOIDA and Ghaziabad both of which are in the national capital 
region. The high score in Uttar Pradesh could be attributed to the 'NCR-
effect', where a large chunk of development is moving from Delhi to the 
National Capital Region (NCR). 
Previous Foreign studies on regional features 
The importance of physical distance for information gathering is also highlighted by 
Coval & Moskowitz (2001). Also Tian (2006) provides evidence that entrepreneurial 
firms located closer to their investing venture capitalists outperform other 
entrepreneurial firms. The role of spatial and network proximity for financial 
intermediaries has attracted significant attention in finance literature (Clark & 
O'Connor 1997). 
3.8.6 Country -Wise differences in the importance of criteria in previous 
studies 
The importance of the various evaluation criteria used by Venture Capitalist in 
different countries has been shown in the table below. The table below highlights the 
differences in the preferences of venture capitalist with regard to their importance of 
the evaluation criteria. 
In USA, Singapore and Japan the top criteria are sustained intense effort. Familiar 
with target market. Evaluates and reacts to risk, demonstrated leadership and At least 
10 times returns in 5-10 years. But none of these features appears in the top criteria in 
India. Both the studies have shown integrity as the most important criteria. The 
differences have been explained in terms of economic environment, entrepreneurial 
development and financing mechanism. The USA, Singapore and Japan are more 
economically developed and open economies; they use advanced and new 
technologies and have a highly competitive business environment. Therefore for a 
profitable operation of business, an entrepreneur needs to have a clear market focus, 
hard work and risk handling ability. Further a long history of sound business practices 
and entrepreneurial development in a free environment has provided the entrepreneurs 
with a sense of commercial orientation: commitment and integrity in their operations 
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Table 3.17 Five most frequently rated essential criteria 
USA Singapore Japan India, 
1995 
India, 
2003 
Sustained intense effort 
Familiar with target market 
Evaluates and reacts to risk 
Demonstrated leadership 
At least 10 times returns in 
5-10 years 
High market growth rate 
Creation of new market 
Liquid investment 
Integrity 
10 Managerial skills of venture 
11 Functioning proto type 
12 Urge to grow 
13 Long-term vision 
14 Commercial orientation 
15 Attention to detail 
Asterisk (*) indicates that the factor is not amongst the top 5 criteria. 
In developing countries such as India the entrepreneurs are not fully developed. They 
also lack sound business practices. Also because of the government control over the 
business, entrepreneur in developing countries perhaps have not been able to develop 
a commercial orientation and commitment towards their enterprises. Since most 
entrepreneurs have not operated in real environment they also lack the skills to 
develop appropriate strategies to face competition. 
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3.9 Previous studies on the role of venture capital in economic development 
Though such studies are not available in the Indian context, but numerous 
international studies have established the developmental role of venture capital. 
Kortum & Lemer (2000) estimated the impact of venture capital on the ratio of 
patents to R&D spending. In a simple model, they show results that suggest that 
venture funding does have a strong positive impact on innovation. Further more the 
estimated coefficients vary according to the techniques employed, but on average, a 
dollar of venture capital appears to be three to four times more potent in stimulating 
patenting than a dollar of traditional corporate R&D. The estimates therefore suggest 
that venture capital, even though it averaged less than 3 percent of corporate R&D 
from 1983 to 1992, is responsible for perhaps 10 percent of U.S. industrial 
innovations in this decade. 
The overall economic impact of Venture Capital has been highlighted by study of 
BVCA and Bannock Consulting (2006). Study shows that 
1. VCT backed companies contribute significantly to the UK economy. VCT 
backed companies create jobs at a considerably faster rate than other more 
established firms. Over the five years to 200I/2,the number of people 
employed by VCT backed companies increased by an average of 32% p.a., 
against a national private sector employment growth rate of just under 1.5%. 
VCT backed companies increased their staff levels at a rate around 31/2times 
that of FTSE Small Cap companies. 
2. VCT backed companies grow faster. Over the five years to 2001/2, on average 
VCT backed companies' sales rose by 38% p.a., more than three times the 
growth rate achieved by FTSE Small Cap companies. Exports grew by 62% 
p.a., compared with a national growth rate of just 2.9% and investment rose by 
23% p.a., compared with a national increase of 2.3%. 85% of companies said 
that without VCT funding the business would not have existed at all or would 
have developed less rapidly. 
A recent study by the National Venture Capital Association (NVCA) documents the 
scale and economic impact of 30 years of VC investment in the United States. Over 
the three decades 1970-2000, American venture capitalists invested no less than 
$273.3 billion into companies in all 50 states. These firms now employ 7.6 million 
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people and generate over $1.3 trillion in annual sales revenue, representing 5.9% and 
13.1% of the respective U.S. national totals. The NVCA study finds that on average 
every $36,000 in VC investment creates one new job. Similarly, A study by the 
European Private Equity and Venture Capital Association (EVCA) [www.evca.com], 
entitled "The Economic Impact of Venture Capital in Europe," found that VC-backed 
European companies generated significantly higher grov^ h^ rates in sales, research 
spending, exports and job creation during the 1990-1995 period than did otherwise 
comparable non-VC-backed companies. Recent updates of this study find that 
European VCs invested € 34.9 billion ($31.4 billion) in over 10,400 companies in 
2000 and achieved similarly impressive results. 
3.10 Previous studies on problems faced by entrepreneurs in raising capital 
Problems faced by entrepreneurs in raising capital were first highlighted by the 
MacMillan Committee Report (1931). Since then numerous researches have been 
undertaken to find the reason for the problems faced by entrepreneurs in raising 
capital. Of particular interest has been the problems faced by small enterprises in 
raising capital. 
A study by Cull, et. al., 2005, highlights the problems of financing in micro and small 
enterprises. The study shows that 64 percent of micro enterprises do not get external 
finance. 
Table 3.18 Principal Sources of External Finance 
Size 
Micro 
Small 
Medium 
Large 
Very large 
Informal 
14.4 
9.4 
4.6 
3.6 
2.7 
Banks 
9.5 
17.6 
25.2 
29.5 
31.5 
External 
equity 
3.2 
3.0 
2.8 
4.1 
2.9 
Long-term 
credit 
8.9 
15.4 
16.6 
17.0 
14.7 
No external 
finance 
64.0 
54.6 
50.8 
45.9 
48.1 
Source: Cull, et. al., 2005 
The relative and absolute importance of small enterprises has grown enormously over 
the last twenty years; this real growth has been matched by appreciation of their role. 
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What were previously regarded as temporary stepping-stones to real business are now 
recognized as one of the most vital contributors to incomes and to development; 
however they may be defined (Malcolm Harper, 1998). 
The table below depicts the position of small and medium enterprises (SME); it shows 
that they have access to lesser bank credit than larger enterprises. 
Table 3.19 Evidence of the SME Finance Gap 
Firms Small/Micro Medium Large Very large 
% age With bank loans 
Hallward and Stewart, 2005. 
20 40 52 55 
As the above table shows, the problem is not unique to India. It is more typical of 
developing rather than developed countries due to the greater risk-aversion of 
household depositors in poorer countries. Yet even developed countries report this 
problem. A paper by the British government's Small Business Service notes that, 
"While most businesses seeking to finance investment, innovation and growth are 
well-served by a variety of private sector sources of finance, lenders continue to face 
uncertainty in assessing credit risk when lending to SMEs and often rely on collateral 
provided by the borrower to reduce their risk exposure. This can create difficulties for 
entrepreneurs who do not have suitable assets to offer as security. In consequence, 
smaller firms in most countries tend to rely more on informal sources of finance 
3.11 Previous studies on problems faced by entrepreneurs in raising Venture 
Capital 
Numerous studies have identified control issues and inexperienced management as 
problems faced by entrepreneurs in raising capital. A study by the Australian Venture 
Capital Association on 'Early Stage Enterprises (ESEs), states that many "ESEs find it 
difficult to access sufficient capital to grow, due to difficulty in attracting formal 
venture capital, as such investors have little incentive to commit high risk capital. 
This creates a funding gap. Studies have identifies the following obstacles faced by 
entrepreneurs in raising venture capital: 
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1. Transaction costs - the costs to an investor of appraising the risks and returns 
from an investment tend to be fixed and high relative to the size of the 
investment. 
2. Transaction size - venture capital investors typically require a minimum 
transaction size, which is often higher than the average ESE fund raising. 
3. High risk - higher for early stage (and particularly pre-revenue) companies -
because the management team or the ESE's product and market may be 
unproven. 
4. Lack of exit options - there is no secondary market for trading in smaller 
firms' shares. 
A study conducted in India by Taneja (2002), identified the following problem 
associated with venture capitalist. Venture capitalist in India are; Insensitive to early 
stage projects, bankers with little practical knowledge, investing only in successful 
expanding projects, taking a long time in negotiation, investing only in large projects, 
requiring business plans which is difficult for entrepreneurs to make and are a costly 
source of funding. 
In India the lack of funding in the seed and early stage investment is relatively higher 
as compared to countries like china, Israel, UK and USA, as can be seen from the 
table below. 
Table 3.20 Seed and Early Stage Investment - Selected Countries, 2004 
% of total risk capital invested in seed and 
early-stage firms 
China 
12.5 
India 
6.9 
Israel 
32 
UK 
39 
USA 
29 
Sources: China: Zero2ipo-CVCAnnual Report 2005; India: TSJ Media; Israel, UK, 
US: Global Private Equity: Venture Capital Insights Report 2004-2005, Ernst & 
Young. The percentages are not strictly comparable owing to different definitions and 
should be used as qualitative indicators. 
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Many entrepreneurs either do not seek or decline ventui-e capital funding because of a 
fear of losing control of their business or new product ideas. This fear underlies the 
use of the term "vulture capital" (David, Kris, & Michaela, 2004). The fear of Venture 
Capitalist controlling the firm is also highlighted by Kirilenko (2001). 
Negotiations with VC take a long time. Before the closing of the investment and the 
design of the financial contracts, however, the VCs spend a significant amount of time 
and effort evaluating and screening the investment opportunity Kaplan and Stromberg 
(2000) 
3.12 Previous studies on assistance provided by venture capitalist 
The value added role that can be played by venture capital is discussed earlier in 
section 3.2 of this chapter. In this section the findings of various studies on firms that 
received the venture capital is discussed. In a study of BVCA & Bannock Consulting 
(2006), nearly 80% of the companies felt that their VCT managers had made a major 
contribution other than the provision of finance. Contributions cited by VCT backed 
companies included, VCT managers being used to provide financial advice, guidance 
on strategic matters and for management recruitment purposes as well as with their 
contacts and market information. Over half of the firms said that with VCT backing 
their level of investment was higher than would have otherwise been possible. 
Studies have highlighted the numerous role of played by a venture capitalist. Instead 
of monitoring the day-to-day operations of a company VCs intensively monitor the 
managers of businesses in which they invest (Gorman & Sahlman 1989). When there 
is a gap in the management team, VC increases its involvement in the affairs of the 
investee company (Lemer 1995). Acting through the board of directors, VCs also 
have the power to hire and fire the senior management of their portfolio companies 
3.13 Limitations of venture capital 
The overall role of VC in financing and nurturing start-ups has its own advantages 
and benefits. But in spite of this there exist certain important limitations in VCF. 
Venture funds only back a tiny fraction of the technology-oriented businesses begun 
each year. Historically only 1 in 100 of those firms that submit business plans to 
venture organizations have been funded (Fenn, Liang, & Prowse 1995). Apart from 
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this VC solution to the problem of financing innovation has other limitations. Firstly 
VC tends to focus only on a few sectors at a time and they make investment with a 
minimum size. This minimum size that is too large for many startups. Secondly, good 
performance of the VC sector requires a thick market in small and new firm stocks 
(such as NASDAQ) in order to provide an exit strategy for early stage investors (Hall 
2005). 
Bygrave & Timmons (1985) studied the effect of the over-the-counter activity on the 
flow of venture capital funds in the U.S. They found that the health of the over-the-
counter market, measured by both the number of IPO's and the NASDAQ Index, had 
a strong influence on the amount of funds to venture capital firms. In contrast, the 
results did not show a strong influence of the New York Stock Exchange market on 
those flows (Sagari & Guidotti, 1991). Thus venture capital activity depends on the 
general conditions of the equity market and in particular the market for new securities. 
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Chapter 4 
Research Methodology 
This chapter starts with the identification of the problem, the research gap and the 
scope of the study and then puts forth the various steps through which this study has 
been carried out. 
4.1 Identification of the problem 
Firstly, as shown in previous chapters, Uttar Pradesh is an economically backward 
state. Promoting industrialization has been identified as a means to increase the 
prosperity of the state (Uttar Pradesh Development Report, 2007). Furthermore it has 
been shown that industrialization would require large amount of funds and that raising 
funds for business ventures in general poses problems to entrepreneurs. 
Secondly, though the concept of Venture capital is new for the state of Uttar Pradesh 
but as discussed in the literature review (mainly, section 3.1), venture capital through 
funding and providing value added services could help in economic development of a 
region. 
Thirdly, as discussed earlier (section 1.6), literature related to the evolution of 
Venture capital highlights the peculiar problems it faced in different parts of the world 
and the pivotal steps that led to its establishment 
To sum up, there is a need of capital in Uttar Pradesh, venture capital can play a 
developmental role and there are problems faced in venture capital. In view of the 
above points this study looks into the prospects and problems of venture capital in the 
state of Uttar Pradesh 
4.2 Research Gap 
As detailed in literature the review, a number of researches have been carried out on 
the different aspects of venture capital. These researches have mainly focused on the 
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evaluation criteria used by venture capitalist, the issues involved in venture capital 
funding, problems faced by entrepreneurs in raising capital and the developmental 
role of venture capital. 
Previous researches have established that the issues in venture capital funding and 
evaluation criteria used by Venture Capitalists differs from one place to another. They 
have shown that legal or cultural differences can change the way players in the market 
behave (Gumming & Macintosh, 2002; Black & Gilson, 1998). As differences in 
economic and social structures and legal and fiscal environments lead to variations in 
the importance of criteria and issues in Venture Capital Funding a research on the 
Problems and Prospects of venture capital market in Uttar Pradesh may give insights 
that are different from the previous foreign and Indian researches. 
Black & Gilson (1998) illustrated how differences in capital market organization and 
regulation affects the development and behavior of the venture capital industry. Thus 
studying a nascent venture capital market such as Uttar Pradesh might also give more 
general knowledge about how venture capital markets are created and in doing so 
what are the difficulties and opportunities. 
As most of the researches on venture capital have been carried out abroad, 
consequently for India in general and Uttar Pradesh in particular there is a lack of 
earlier researches. Due to a lack of prior research on venture capital in Uttar Pradesh 
there exits a research gap, which can be fulfilled by this study. 
4.3 Scope of the study 
The following aspects related to the problems and prospects of Venture Capital in 
Uttar Pradesh are covered: 
1. Venture capitalists have certain evaluation criteria, which they use while 
judging the suitability of an investment proposal. This study tries to find how 
far investment proposals from Uttar Pradesh fulfill the investment criteria laid 
down by a venture capitalist. 
2. This study also tries to find out how venture capital can help in making Uttar 
Pradesh a more economically developed state 
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3. In view of its developmental role, governments in many countries have played 
a direct and indirect role in promoting venture capital. This research studies 
the role, which the government of Uttar Pradesh can play in promoting venture 
capital. Yet, as we still know very little about what government policies can 
help create active venture capital markets, this study contributes a step towards 
filling this gap. 
4. The effect of syndication in promoting venture capital investments in Uttar 
Pradesh is studied. 
5. Entrepreneurs face problems in raising capital (a funding gap exist for new 
and small entrepreneurs, as discussed in literature review). The problems faced 
by entrepreneurs in raising capital in Uttar Pradesh are studied. 
6. The scope of study also covers the problems faced by entrepreneurs in raising 
venture capital. 
7. Entrepreneurs expect financial and non-financial help from venture capitalist. 
The expectations of entrepreneurs in Uttar Pradesh from venture capital are 
also studied. 
8. The sector-wise and stage-wise interest of venture capitalist is also studied for 
Uttar Pradesh 
The following aspect of study are not covered 
1. Empirical analysis of the above mentioned points in the scope of study have 
not been performed. 
2. All the issues in venture capital fianding have not been studied. 
4.4 Objectives of the study 
Previous studies conducted for Uttar Pradesh have highlighted the reasons for its 
industrial backwardness and have also identified some problems being faced by 
entrepreneurs in raising capital. This study tries to highlight problems of Venture 
Capital Financing in Uttar Pradesh and its prospects in terms of how it can open up 
new avenues for grovrth and thereby aid in the economic growth of Uttar Pradesh. 
The objective of the study is to find the perspectives of venture capitalist and 
entrepreneurs as related to the problems and prospects of venture capital in Uttar 
Pradesh. 
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The perspectives of venture capitalist are studied with regards to the following 
problems and prospects of Venture Capital in Uttar Pradesh: . 
1. To study the importance of the various investment criteria used in evaluation 
of proposals such as attributes of entrepreneurs, products and services, target 
market, deal and region and to ascertain how far the proposals in Uttar Pradesh 
meets these criteria. 
2. To decipher the role which ventures capital, can play to make Uttar Pradesh a 
more economically developed state. 
3. To probe the role which government of Uttar Pradesh can undertake in order 
to promote venture capital in the state. 
4. To find out the sector-wise and stage-wise areas of interest in Uttar Pradesh. 
The perspective of entrepreneurs of Uttar Pradesh is studied with regards to the 
following problems and prospects of Venture Capital in Uttar Pradesh: 
1. To study the problems faced in raising Equity, Debt and Venture Capital. 
2. To study the importance of the various types of help sought from a venture 
capitalist. 
4.5 Hypotheses development 
Hypothesis l(£valuation criteria) 
Most of the prior studies of VCs' (Venture Capitalist) decision making (reported in 
Table, 3.5, 3.6 and 3.7) have focused on extracting from interviews and surveys of 
VCs a list of criteria VCs employ to evaluate ventures for a possible financing. The 
decision to invest depends on a number of criteria. To find out if investment proposals 
in Uttar Pradesh fulfill the criteria of venture capitalist we the following null 
Hypotheses.-
Characteristics of entrepreneurs 
Overall Significance test 
Hlao: There is no difference between the characteristics of entrepreneurs in 
Uttar Pradesh and the characteristics of entrepreneurs required by a 
venture capitalist. 
Significance test for differences in individual variables 
Hlaio: There is no difference in the leadership qualifies of entrepreneurs in Uttar 
Pradesh and the leadership qualities required by a venture capitalist. 
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Hla2o: There is no difference in the integrity and commitment of entrepreneurs in 
Uttar Pradesh and the integrity and commitment as required by a venture 
capitalist. 
Hla3o: There is no difference in the long-term vision of entrepreneurs in Uttar 
Pradesh and the long-term vision as required by a venture capitalist. 
Hla4o: There is no difference in the commercial orientation of entrepreneurs in Uttar 
Pradesh and the commercial orientation as required by a venture capitalist. 
Hlaso: There is no difference in the technical expertise of entrepreneurs in Uttar 
Pradesh and the technical expertise as required by a venture capitalist. 
Hla6o: There is no difference in the financial expertise of entrepreneurs in Uttar 
Pradesh and the financial expertise required by a venture capitalist. 
Hla7o: There is no difference in the market knowledge of entrepreneurs in Uttar 
Pradesh and the market knowledge as required by a venture capitalist. 
HlaSo: There is no difference in the team handling ability of entrepreneurs in Uttar 
Pradesh and the team handling ability required by a venture capitalist. 
Characteristics of products 
Overall Significance test 
HI bo: There is no difference between the characteristics of products and 
services in proposal from Uttar Pradesh and the characteristics of 
products and services required by a venture capitalist. 
Significance test for differences in individual variables 
Hlbio: The presence of uniqueness in product and services in investment proposals 
from Uttar Pradesh is as per the requirement of Venture Capitalist. 
Hlb2o: The presence of product prototype in investment proposals from Uttar 
Pradesh is as per the requirement of Venture Capitalist. 
Hlb3o: The presence of patent in investment proposals from Uttar Pradesh is as per 
the requirement of Venture Capitalist. 
Hlb4o: The presence of superiority in products and services in investment proposals 
fi-om Uttar Pradesh is as per the requirement of Venture Capitalist. 
Characteristics of target market 
Overall Significance test 
Hlco". There is no difference between the characteristics of target market in 
proposal from Uttar Pradesh and the target market characteristics 
required by a venture capitalist. 
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Significance test for differences in individual variables 
Hlcio: There is no difference in the market size in proposal from Uttar Pradesh and 
the market size as required by a venture capitalist. 
Hlc2o: There is no difference in the market growth rate in proposal from Uttar 
Pradesh and the market growth rate as required by a venture capitalist. 
HlcSo." There is no difference in the market competition in proposal from Uttar 
Pradesh and the market competition as required by a venture capitalist. 
Features of deal 
Overall Significance test 
Hldo: There is no difference between the features of deal in proposals from 
Uttar Pradesh and the features of deal required by a venture capitalist. 
Significance test for differences in individual variables 
Hldio: The percentage share of equity (ownership) offered to venture capitalist in 
proposals from Uttar Pradesh is as per the requirement of venture capitalist. 
Hld2o: The price of equity being offered to venture capitalist in proposals from Uttar 
Pradesh is as per the requirement of venture capitalist. 
Hld3o: The level of risk in proposals from Uttar Pradesh is as per the acceptance 
level of venture capitalist. 
Hld4o: The returns in proposals from Uttar Pradesh are as per the requirement of 
venture capitalist. 
Hldso: The willingness of other venture capitalist to participate in proposals from 
Uttar Pradesh is as per the requirement of venture capitalist. 
Hld6o: The provisions in contracts in proposals from Uttar Pradesh are as per the 
requirement of venture capitalist. 
Hld7o: The ease of exit in proposals from Uttar Pradesh is as per the requirement of 
venture capitalist. 
Features of region 
Overall Significance test 
Hleo: There is no difference between the regional features of Uttar Pradesh 
and the regional features required by a venture capitalist. 
Significance test for differences in individual variables 
Hleio: There is no difference in the distance from office of venture capitalist in 
Uttar Pradesh and the distance from office as required by a venture capitalist. 
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Hlc2o: The clarity of rules and regulations in Uttar Pradesh is as per the requirement 
, of venture capitalists. 
Hle3o: The stability of policies in Uttar Pradesh is as per the requirement of venture 
capitalists. 
Hle4o: The infrastructure facilities in Uttar Pradesh are as per the requirement of^  
venture capitalists. 
Hleso: The availability of trained manpower in Uttar Pradesh is as per the 
requirement of venture capitalists. 
Hle6o: The law and order in Uttar Pradesh is as per the requirement of venture 
capitalists. 
Data for testing of the above Hypotheses was obtained from questions no. 1 and 2 of 
the questionnaire for Venture Capitalist. 
Hypotheses 2 and 3 (Role of venture capital and government) 
As discussed earlier in literature review, recognizing the potential role which venture 
capital has played in USA in innovation, job creation and economic growth, 
governments in many parts of the world have taken a number of initiatives to promote 
venture capital investments in their regions (refer section 3.1 and 3.5).To find out the 
role of venture capital and government for the state of Uttar Pradesh we have null 
Hypotheses: 
H2ao: Venture capital flmding will make no difference in promoting economic 
development in Uttar Pradesh. 
H2bo: Venture capital ftmding will make no difference in making industrial unit in 
Uttar Pradesh more competitive. 
H3o: Government cannot promote venture capital funding in Uttar Pradesh. 
Data for testing of the above Hypotheses was obtained from questions 4, 5 and 6 of 
the questionnaire for Venture Capitalist 
Hypothesis 4 (Syndication) 
As discussed in literature review (section 3.4.5)syndication of venture capital funding 
has a number of advantages. In this study we try to find the perspectives of venture 
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capital with regards to the various benefits of syndication in promoting venture capital 
invetsments in Uttar Pradesh.Therefore, Null Hypothesis 
H4o: Syndication cannot promote venture capital flmding in Uttar Pradesh. 
Data for testing of the above Hypothesis was obtained from question no.7 of the 
questionnaire for Venture Capitalist. 
Hypothesis 5 (Probiems in equity and debt capital) 
Debt and Equity are the two most commonly used methods for raising capital for 
business ventures (Berger & Udell, 1998). To find the perspectives of entrepreneur in 
Uttar Pradesh with regards to the problems faced in raising equitj' and debt capital we 
have null hypotheses: 
H5ao: Entrepreneurs in Uttar Pradesh do not face problems in raising equity capital. 
H5bo: Entrepreneurs in Uttar Pradesh do not face problems in raising debt capital. 
H5co: Entrepreneurs in Uttar Pradesh face no significant difference between 
problems in raising equity capital and problems in raising debt capital. 
HSdio-" The problems faced in raising equity capital does not differ age- wise. 
H5d2o: The problems faced in raising debt capital does not differ age- wise. 
H5eio: The problems faced in raising equity capital does not differ location wise. 
H5e2o: The problems faced in raising debt capital does not differ locafion wise. 
H5no-" Problems faced in raising equity capital does not differ gender wise. 
H5{2o: Problems faced in raising debt capital does not differ gender wise. 
Data for testing of the above Hypotheses was obtained from question 2 (part a and b) 
of the questionnaire for Entrepreneurs of Uttar Pradesh. 
Hypothesis 6 (Probiems in venture capital) 
This study tries to find out the perspectives of entrepreneurs from Uttar Pradesh with 
regards to the problems faced in raising venture capital. Therefore, Null Hypotheses 
H6ao: Entrepreneurs in Uttar Pradesh do not face problems in raising venture capital. 
H6bo: For the entrepreneurs of Uttar Pradesh the problems faced in raising venture 
capital does not differ age-wise. 
H6co: For the entrepreneurs of Uttar Pradesh the problems faced in raising venture 
capital does not differ location-wise. 
125 
H6do: For the entrepreneurs of Uttar Pradesh the problems faced in raising venture 
capital does not differ gender-wise. 
Data for testing of the above Hypotheses was obtained from question 4 of the 
questionnaire for entrepreneurs of Uttar Pradesh. 
Hypothesis 7 (Assistance of venture capitalist) 
Apart from financing, venture capitalists also provide a number of value added 
services (Gorman & Sahlman, 1989). This study tries to find out the perspectives of 
entrepreneurs of Uttar Pradesh with regards to the assistance expected from venture 
capitalist. Therefore, Null hypotheses 
H7ao: Entrepreneurs in Uttar Pradesh do not expect non-financial assistance from 
venture capitalist. 
H7bo: For the entrepreneurs of Uttar Pradesh the assistance expected from venture 
capitalist does not differ age-wise. 
H7co: For the entrepreneurs of Uttar Pradesh the assistance expected from venture 
capitalist does not differ location-wise. 
WJdo- For the entrepreneurs of Uttar Pradesh the assistance expected from venture 
capitalist does not differ gender-wise 
Data for testing of the above Hypotheses was obtained from question 5 of the 
questionnaire for Entrepreneurs of Uttar Pradesh. 
In all 54 hypotheses were tested, 37 from the questionnaire of venture capitalist and 
17 from the quesdonnaire of entrepreneurs of Uttar Pradesh. 
4.6 Research Design 
This research study is descriptive in nature. Descriptive studies are concerned with 
specific descriptions, with narration of facts and characteristics concerning 
individuals, groups or situations. This descriptive study has been conducted with 
venture capitalist and entrepreneurs in Uttar Pradesh. 
Lack of prior research work on Venture Capital in Uttar Pradesh prompted the use of 
an exploratory study design. But in view of the previous researches (related to this 
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study which have been carried out in India and abroad, refer literature review) this 
study is descriptive. 
4.7 Sources of data 
For the purpose of conducting the present study relevant data and important 
information have been collected from both primary and secondary sources. 
4.7.1 Secondary data 
Under this category various sources of data are used, Reserve Bank of India, Uttar 
Pradesh Government's Statistical Department, Indian Venture Capital Association, 
Indian Industries Association, Ministry of Micro, Small and Medium Enterprises, 
Confederation of Monitoring of Indian Economy were the important sources of 
statistical data. 
For the purpose of literature review and gaining insights on the research topic the 
researcher consulted books and similar studies carried out in India and abroad on 
venture capital. 
4.7.2 Primary sources 
Primary data were the main source of study. There are two sources of primary data, 
venture capitalist in India and entrepreneurs of Uttar Pradesh. 
4.8 Populations defined 
The list of entrepreneur in Uttar Pradesh came from the entrepreneurs registered with 
Indian industry association (IIA). IIA is primarily composed of members from the 
state of Uttar Pradesh. Past researches have also used such sate specific industrial 
association to collected data on entrepreneurs (Barrlera, 2004). It is assumed that only 
companies, which are active, would register themselves in such organization. 
The list of venture capitalist came from the Indian Venture Capital and Private Equity 
association. New Delhi (Details of Indian Industry Association and Indian Venture 
Capital Association are enclosed in the appendix). 
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4.9 Sample size determination 
Venture capitalist: In view of the limited number of venture capitalist in India, all 
the venture capitalist who are members of the Indian Venture capitalist and Private 
Equity Association (IVCA) were selected (Except venture capital funds that are state 
specific, as they entertain investment proposals only from their respective states). 
Previous studies on venture capital such as Mishra (2003) have also used the list of 
IVCA to identify the venture capitalist. 
Entrepreneurs: As the numbers of entrepreneurs in Uttar Pradesh was large, a 
sample size was determined using the method suggested by Nargundkar (2008). For 
interval scaled variables the following formula given by Nargundkar (2008) is used 
N=(ZS/E)^ 
Where, N= Sample Size 
Z= Confidence Level 
S= Population standard deviation for the variable which we are trying to 
study. 
E= Tolerable error, expressed in the same units as. the variables being 
measured. 
The researcher decides the values of Z, S and E. In our case we have taken the values 
as follows, 
I.The value of Z - At 95% confidence level, Z=1.96 
2.The value of S - Is estimated by diving the range of the scale by the 
6,i.e.S=Range/6. The logic of using 6 is that range equals 6 standard deviations for 
most of the variables. Therefore, range when divided by 6, should give a fairly 
good estimate of the standard deviation. In our questionnaire we have used a 5-
point scale, the maximum value being 5 and minimum value being 1, therefore 
range is 4(5-1=4). Therefore, 8=4/6 
S.Value of e is taken as 0.07. Substituting the values of Z, S, and E in the above 
formula we find the sample size to be 348 (Approximately). In this study we have 
taken a sample size of 386, to be on safer side. 
4.10 Sampling method 
For entrepreneurs in Uttar Pradesh-
Systematic sampling was used to select the names of the respondent. The database of 
Indian industry association (IIA) shows the listing of its member's district wise. From 
128 
each district of Uttar Pradesh the respondent entrepreneurs were chosen using skip 
interval. Systematic sampling enables the representation of the entire population and 
is simple to administer (Bums & Bush, 2007). In our study systematic sampling 
enabled a proportional representation of entrepreneurs from each district of Uttar 
Pradesh. 
4.11 Survey instrument 
Since no public data was available on the research topic, necessary data for this study 
had to be first collected. For collection of data, survey was conducted on the venture 
capitalists in India and entrepreneurs of Uttar Pradesh. A survey involves collection of 
data from a large number of respondents using a pre-designed questionnaire. The 
survey research methodology is appropriate for this research project as it helps to 
make broad generalizations from a sample and these generalizations in turn would 
facilitate drawing inferences through hypotheses. By reviewing thoroughly relevant 
research related to the problems and prospects of venture capital and identifying the 
commonalities in these literatures the questionnaire were prepared to test the various 
hypotheses. Many previous studies on venture capital have also used surveys research 
methodology (refer table 3.5, 3.6 and 3.7). Two different sets of questionnaires have 
been employed one for the venture capitalist and the second one for entrepreneurs. 
4.11.1 Process of Questionnaire Development 
Questionnaire was developed following the, procedures suggested by Churchill 
(1979); Gerbing & Anderson (1988). A three-stage process illustrates how the 
questionnaire items were developed before conducting the final survey. Each process 
is detailed below: 
Stage 1: Literature search 
The questions for entrepreneurs and venture capitalist were based on the findings of 
previous researches and studies. (Refer table 3.4, 3.5 and 3.6 for the summary of 
findings in previous studies in India and abroad). After the problems were identified 
an extensive review of literature was done for identifying the scales for measures 
relevant to this study. 
Stage 2: In depth interviews 
In depth interviews with 20 entrepreneurs and 3 venture capitalists were conducted to 
gain broader knowledge about the issue involved and to evaluate the content validity 
129 
and wordings of individual scale items. Content validity is concerned with the 
adequacy with which the domain of the characteristic is captured by the measure 
(Churchill 1999). 
Stage 3: Pre-test 
Items pertaining to a questionnaire were pre-tested, including layout, length, response 
format, sequence, meaning of words and question difficulty (Hunt, Sparkman & 
Wilcox 1982). After completing the questionnaires, each respondent was asked to 
comment whether the instructions were precise and whether any ambiguity or 
difficulty occurred in answering any of the questions. According to the respondents, a 
few questions needed better phrasing. The final versions were generated after minor 
modifications to the suggested questions. 
4.11.2 Structure of questionnaire 
Some previous studies have employed structured interviews or questionnaires for data 
collecfion (section 3.4, 3.5 and 3.6). For this study a structured, undisguised 
questionnaire was also used. Two different sets of questionnaires were administered 
through mail to the venture capitalist and the entrepreneurs of Uttar Pradesh. Both 
dichotomous and five-point scales were used. 
The responses to the dichotomous close-ended question were in the form on Yes/No. 
For more information on the attributes under study a five -point scaled responses is 
used, where the respondent venture capitalists and entrepreneurs were asked to rate 
their perspectives with regards to the various attributes related to the problems and 
prospects of venture capital in Uttar Pradesh. For instance venture capitalist were 
asked to rate the criteria in evaluating an investment proposal on a five-point scale. 
Structured questionnaire was decided for this study upon realizing that the 
participants only had a limited amount of time available for the interviews. By using a 
structured questionnaire it was concluded that it would aid in keeping to the tight time 
schedule as well as assuring that all the quesfions were asked. 
Apart fi-om the demographic data, the questionnaires for venture capitalist had 8 
questions running into 7 pages while the questionnaire that was for the entrepreneur 
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had 5 questions running into 5 pages. A copy of both the questionnaires is enclosed in 
the annexure. 
4.11.3 Data collection 
The three most common methods of data collection are mail surveys, face-to-face 
interviews and telephone surveys, and each of these has inherent advantages and 
disadvantages. Several factors were taken into account while choosing the mail survey 
method for this research. Though a mail survey is a less expensive method than 
telephone interview and personal interview, but a low response rate is the most 
obvious disadvantage of mail survey (Burns & Bush, 2007). 
For Questionnaire no.l (the venture capitalist), questions were sent through mail and 
Internet and later on at a prefixed date and time response was sought through Internet 
and telephone. But for. Questionnaire no.2 (the entrepreneur), in view of the large and 
geographically dispersed sample size the questionnaire was mailed. 
4.11.4 Techniques to Increase Response Rate 
Total Design Method (TDM), as described by Dilman (1978), is used for 
implementing this survey. The theory underlying the TDM is social exchange, which 
suggests the likelihood that individuals will respond to a survey questionnaire is a 
function of how much effort is required to respond, and what they feel they are likely 
to get in exchange for completing the questionnaire. 
1. Along with the questionnaires a personalized covering letter was also sent to 
persuade the venture capitalists. 
2. The questionnaires were designed and pre-tested to ensure that it took 
approximately 8-10 minutes to give the response. 
3. The entrepreneurs and venture capitalists were motivated to respond as the 
survey was related to an area of their interest. They were further motivated to 
respond as all respondents could get a copy of the results which can be used 
by them. 
4. The chapter chairpersons of the various districts of the Indian Industry 
Association (IIA) were personally met/called up. They were persuaded to 
help in the survey by requesting the respondent members (entrepreneurs) in 
their respective district to fill the questionnaire. 
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4.11.5 Mailing Process 
There were altogether three mailings administered to the VCs and the entrepreneurs in 
the survey of this study. First, mailing consisted of a covering letter and the 
questionnaire to 45 venture capitalist and 993 members of the Indian Industries 
Association. A week later a reminder cards were sent as suggested by Oilman (1978). 
Four weeks later, the final third mailing was sent to non-respondents. 
Out 45 Venture Capitalist 16 responded, this translates into a response rate of 36 %. 
The total number of entrepreneurs firms, which responded, was 352. In order to 
persuade responses from entrepreneurs they were contracted by telephone and 34 
more responses were sought making the total number of response at 386. This 
translates into a response rate of 39%. 
The above response rate can be considered acceptable given that management time is 
a critically scarce resource (Gaedeke & Tootelian (1976) forecasted a 20 percent 
response rate from top executives). 
4.11.5 Response Pattern 
The profile of respondents in terms of their location and age are given in the 
following sections below 
Location and age of venture capitalists 
As can be seen from the table and graph given below the maximum numbers of 
respondents were from Mumbai, which was followed by the city of Bangalore. The 
maximum numbers of venture capitalist were between 6 to 10 years old. 
Table 4.1 Location of Venture Capitalist 
Location 
Bangalore 
Chennai 
Delhi 
Mumbai 
No. Of venture capitalist 
6 
1 
2 
7 
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Figure 4.1 Location of Venture Capitalist 
No. of Venture Capitalist-Citywise 
43% 
13% 
38% 
H Bangalore 
a Chennai 
D Delhi 
D Mumbai 
Figure 4.2 Age of Venture Capitalist 
Age of Venture Capitalist 
13% 
31% 
m Upto 5 Years 
16-10 Years 
n 11 - 15 Years 
D Above 15 Years 
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Locations of entrepreneurs 
The district wise break up of location of entrepreneurs is shown in the table below. 
Table 4.2 District-Wise Responses from Entrepreneurs of Uttar Pradesli 
Sr.No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
City 
Agra 
Allahabad 
Ambedkamagar 
Azamgarh 
Barabanki 
Bareilly 
Bijnor 
Bulandsahar 
Deoband 
Deoria 
Faizabad 
Farrukhabad 
Gautambudh 
Nagar 
Ghaziabad 
No. of 
Respondent 
17 
8 
3 
2 
3 
32 
3 
2 
3 
3 
5 
1 
10 
7 
Sr.No. 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
City 
Hapur 
Hardoi 
Jhansi 
Kanpur 
Lucknow 
Meerut 
Modinagar 
Rae Bareily 
Shahjahanpur 
Sitapur 
Sultanpur 
Unnao 
Varanasi 
Others 
No. of 
Respondent 
6 
2 
3 
99 
82 
61 
7 
5 
7 
4 
1 
7 
2 
1 
1 
The maximum numbers of respondent entrepreneurs were from Kanpur, which was 
followed by Lucknow and Meerut. 
Age and gender of entrepreneur 
The age of the respondent entrepreneurs in depicted in the pie chart below. Most of 
the entrepreneurs were in the age group of 40-50 years, which was followed by the 
age groups 30-40 years, 20-30 years and lastly above 50 years. 
Of the 386 respondents, 31 were females and 355 were males. The gender of 
entrepreneurs has also been depicted in the graph below. 
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Figure 4.3 Age of Entrepreneur 
39% 
Age of Entrepreneur 
14% 
11% 
ED 20-30 Years ^ 30-40 Years 0 40-50 Years n>50 Years 
Figure 4.4 Gender of entrepreneur 
Gender of entrepreneurs 
31 
• Males I 
1 I 
j 1 Femalesj 
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4.12 Non Response Analysis 
Test was conducted to test the non-respondent bias. The responses from early and late 
respondents were compared. This was done to provide evidence of the potential non-
response bias. Late respondent have been argued to be more representative of those in 
the sample who did not respond than are earlier respondent (Armstrong & Overton, 
1977). The differences between the responses of the early (first 60) and late (last 60) 
respondent entrepreneurs was tested, for the problems faced in raising equity, debt 
and the assistance expected from venture capital. 
Table: 4.3 Test of difference between early (first 60) and late (last 60) 
respondents 
Problem in raising 
equity 
Problem in raising 
debt 
Assistance from 
venture capital 
First 60 
Mean 
26.33 
27.06 
21.73 
Standard 
Deviation 
3.35 
3.27 
3.38 
Last 60 
Mean 
27.15 
27.43 
21.80 
Respondent 
Standard 
Deviation 
3.31 
3.34 
3.06 
T 
-1.34 
-0.61 
-0.11 
Sig(2 
tailed) 
0.18 
0.55 
0.91 
The test results are presented in table 4.3.As per the independent sample T-test; the 
corresponding two-tailed p value is 0.18, 0.55 and 0.91. The results show that there 
was no difference between the early and late respondents. 
4.13 Follow-up survey 
In order to check the reliability and stability of measures, a follow up survey was 
administered six months after the original survey in March 2008 (Carmines & Zellar, 
1979, Litwin 1995, Nunnally 1978). The follow up survey was administered to the 
entrepreneurs. 100 entrepreneurs were sent questionnaire through email out of which 
48 entrepreneurs responded. The responses of the follow up survey were tested with 
the main survey in order to see if there was any difference in the responses. The 
responses on the problems faced in raising equity, debt and the assistance expected 
from venture capital were tested. The result of the test is presented in table 4.4. 
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Table: 4.4 Test of differences in the earlier responses and follow-up responses 
Problem faced in 
equity 
Problem faced in 
debt 
Assistance from 
venture capital 
Earlier Response 
Mean Standard 
26.33 
27.06 
21.73 
Deviation 
3.35 
3.27 
3.38 
Follow-up Response 
Mean Standard 
27.15 
27.43 
21.80 
Deviation 
3.31 
3.34 
3.06 
T 
0.30 
0.00 
0.22 
Sig(2 
tailed) 
0.76 
1.00 
0.82 
As per the independent sample T-test, the corresponding two-tailed p value is 
0.76,1.00 and 0.82.The results indicated that there was no statistical difference 
between responses from main and the follow-up survey. 
4.14 Data Analysis Techniques 
The data collected through the two questionnaires were coded, tabulated and 
analyzed. The analysis of data was done with the help of software of Statistical 
Package for Social Sciences version 16.0 (SPSS). 
1. Descriptive statistics -numerical and graphical methods were used to 
summarize data and bring forth the underlying information. The numerical 
methods included measures of central tendency and measures of variability. 
2. Statistical test- in this study the data is obtained from a sample and not 
through census. Therefore hypothesis testing is done in order to draw 
inferences (Cooper & Schindler 2001) .The following test were used for 
hypothesis testing; 
i) T-test-these were used to compare means of two samples or 
between some standard value and the mean of one sample. In this 
study different varieties of t-tests, have been used, depending on the 
design of the study or the nature of data. 
ii) Chi-squares analysis- examines the frequencies for two nominal 
scaled variables in a cross-tabulation table to determine whether the 
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variables have a non-monotonic (unvarying quality) relationship, i.e. 
Chi-squares test for independence is used to test whether two 
categorical variables are independent of each other, 
iii) ANOVA- analysis of variances is used to compare the means of 
more than two populations. It investigates the differences between 
group means to ascertain whether sampling error or true population 
differences explain their failure to be equal. 
4.15 Reliability and Validity of data 
In this dissertation a considerable amount of attention has been given to ensure the 
reliability and validity of the results. As mentioned the hypotheses have been 
developed based on received theories. Related earlier research has been used while 
developing the constructs and measurement items. Reliable data source have been 
used, and re-testing is used to validate the primary data used. Statistical methods have 
been carefully selected and employed after ensuring fulfillment of assumptions. 
Finally, results and conclusions have been carefully analyzed to ensure their 
feasibility. 
4.15.1 Reliability 
Reliability is the consistency of measurement, or the degree to which an instrument 
measures the same way each time it is used under the same condition with the same 
subjects. In short, it is the repeatability of measurement. A measure is considered 
reliable if score on the same test given twice is similar. Test/retest is a method to 
estimate of reliability. Simply put, the idea behind test/retest is to get the same score 
on test I as you do on test 2. In this study, a follow up was conducted six months after 
the previous (first) one. Apart from the test-retest procedure, several other methods 
were used to ensure reliability. The two dimensions of reliability namely reliability of 
empirical data and reliability of constructs have been ensured. 
Reliability of empirical data was ensured in the following 
i) As a single informant answered the survey questionnaire, it was important 
that the respondent is knowledgeable as to the operations of the firm. In 
order to maximize the reliability of data in this study, the survey was 
administered to key informants as suggested by John & Reeve 1982. 
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ii) Questionnaires were carefully designed with several rounds of revisions. 
Several interviews and pre-testing of the questionnaire gave confidence 
that the respondents would not have problems in understanding the 
questions and that they would be knowledgeable about the issues covered 
by the questionnaire. Spector (1992) suggested this method to ensure 
reliability of data. 
iii) A follow-up survey was conducted after six months as suggested by 
Carmines & Zeller, 1979. The responses were compared by analysis 
(Table 4.4), which showed no difference in the response in the main and 
follow-up survey. 
iv) The reliability of the constructs, which refers to the extent the 
measurement of the construct can be considered as reliable, was also 
ensured. Firstly, multi-item scales were used to measure the constructs 
(Spector, 1992). Secondly, apart from the test-retest method, Cronbach's 
Alpha was also used to measure the reliability. Cronbach's Alpha 
measures the inter-item reliability of construct and refers to the extent 
measurement items are co-related with each other. 
The results of Cronbach's Alpha test are presented in the table 4.5. The common 
threshold value of 0.70 is considered as acceptable. (Nunnally, 1978; Gaur & Gaur, 
2006). As shown in table all multi-item constructs appear to be reliable are above 0.70 
except the construct for problems in venture capital that is 0.635. 
4.15.2 Validity 
Validity is the strength of our conclusions, inferences or propositions. More formally, 
it as the "best available approximation to the truth or falsity of a given inference, 
proposition or conclusion." In short, are we right? (Cook & Campbell, 1979). The 
following dimensions of validity were used: 
1. Face validity 
It refers to the extent the construct corresponds to the common understanding of 
the related concept. Face validity was ensured in several ways. 
i) An extensive review of literature was carried out in order too 
understand the relevant concepts both in theory and in practice. 
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ii) The constructs and measurement items were developed on the basis 
of previous research as far as possible. 
iii) The questionnaire was developed and pre-tested with entrepreneurs 
and Venture Capitalist to ensure that the measures were in line with 
the common understanding of the of the concepts. 
Table 4.5 Cronbach's alpha Coefficients 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
Constructs 
Characteristics of entrepreneurs 
Features of product 
Features of target market 
Features of deal 
Features of region 
Venture capital and economic development 
Venture capital and industrial development 
Role of government 
Role of venture capital in syndication 
Problems faced in equity capital 
Problems in debt capital 
Help from venture capital 
Problems in venture capital 
No. of items 
8 
4 
3 
7 
6 
8 
7 
10 
5 
8 
8 
7 
8 
Cronbach's 
alpha 
0.708 
0.733 
0.731 
0.742 
0.739 
0.764 
0.728 
0.785 
0.704 
0.702 
0.738 
0.714 
0.635 
N 
16 
16 
16 
16 
16 
16 
16 
16 
16 
386 
386 
386 
386 
2. Content validity 
It refers to the extent to which the construct covers all relevant facets (Venkatraman & 
Grant 1996). For ensuring content validity, the following steps were undertaken: 
i) An extensive review of literature was carried out in order to 
understand the relevant concepts both in theory and practice. 
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Previous studies on venture capital, Uttar Pradesh and the problems 
faced by entrepreneurs in raising funds were consulted. Thereafter 
the constructs were developed based on previous research and 
discussion with venture capitalist and entrepreneurs. 
ii) The constructs were operationalized using multiple measurement 
items in order to improve content validity. Content validity was 
kept in mind when developing the construct and items measuring 
the construct. 
iii) Questionnaire were developed and pre-tested with several venture 
capitalist and entrepreneurs. 
3. Construct validity 
It refers to whether the constructs measures the concept it is supposed to measure. 
Construct validity was ensured in the following ways: 
i) Earlier validated constructs and measurement items were used 
where ever possible, 
ii) New construct and measurement items were developed on the basis 
of theory and earlier related research. 
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Chapter 5 
Data analysis and Interpretation 
This chapter presents the data analysis and interpretation of the data obtained from the 
venture capitalist of India and the entrepreneurs of Uttar Pradesh. Descriptive analysis 
of the underlying variables is presented which is followed by the statistical analysis. 
For the venture capitalist an overview of the areas of interest for venture capitalist in 
Uttar Pradesh, stages of venture capital funding, criteria used by venture capitalist in 
evaluating an investment proposal, role of venture capital in economic development, 
role of venture capital in industrial development, role of government in promoting 
venture capita! and role of syndication in promoting venture capital is presented. 
While for the entrepreneurs data related to entrepreneur's scale of business, funds 
requirement, problems in raising equity, problems in raising debt, problems in raising 
venture capital and assistance from venture capital funds has been presented. 
5.1. Analysis of data - Venture Capitalist 
This section presents the data obtained from the survey of venture capitalists. 
5.1.1 Areas of interest for Venture Capitalist: Venture capitalists were asked to 
give their areas of interest for funding in Uttar Pradesh. The areas of interest in 
Uttar Pradesh have been shown in the table and pie chart given below. 
Table 5.1 Investment areas in Uttar Pradesh 
1 
2 
3 
4 
5 
6 
7 
Area of interest 
Software 
Hardware 
Telecommunication 
Biotechnology 
Media/Entertainment 
Real Estate 
Others 
No. Of Venture Capitalist 
11 
11 
2 
6 
1 
1 
8 
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As shown in the table above for venture capitalist Software, Hardware and 
Biotechnology were the top three areas of interest in the state of Uttar Pradesh. 
Figure 5.1 Investment areas in Uttar Pradesh 
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5.1.2 Stages of Venture Capital Funding: Venture capitalists were asked to give 
their preferences regarding the various stages of financing. As can be seen from the 
table and pie chart. Early Stage/Growth, Development /Expansion and Start up were 
the top three areas of interest. 
Table 5.2 Stages of Venture Capital Funding in Uttar Pradesh 
Stages of Financing 
Seed financing 
Start up financing 
Early stage/Growth financing 
Development/expansion financing 
Mezzanine financing 
Management Buy in/ Buy out 
No. Of Venture Capitalist 
7 
8 
14 
10 
7 
2 
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Figure 5.2 Stages of Venture Capital Funding in Uttar Pradesh 
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5.1.3 Criteria used by venture capitalist in evaluating an investment proposal 
Criteria used by venture capitalist in evaluating an investment proposal were 
classified into five different heads; characteristics of entrepreneurship, characteristics 
of target market, characteristics of products and services, features of deal and features 
of region. Venture capitalists were asked to rate the above five criteria as perceived by 
them. Venture Capitalist rated the importance of the above criteria and then they also 
rated the presence of these criteria in investment proposals from Uttar Pradesh. 
The various features of the evaluation criteria have been discussed. First a descriptive 
analysis is given, which is followed by the statistical test for significance and then the 
associated hypothesis are tested. Data on the evaluation criteria is obtained from 
questions numbers 2 and 3 from the questionnaire for the venture capitalist. 
5.1.3.1 Characteristics of entrepreneurship: The following features were rated by 
venture capitalist. 
1. Leadership qualities 
2. Integrity and commitment 
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3. Long term vision 
4. Commercial orientation 
5. Technical expertise 
6. Financial expertise 
7. Knowledge of market 
8. Ability to handle a team 
The responses have been depicted in the graph and table below. 
Figure 5.3 Characteristics of Entrepreneurs 
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As can be seen from the graph and table all of the above features are important for a 
venture capitalist. The most important entrepreneur characteristics are the knowledge 
of market, leadership qualities, technical expertise and financial expertise. 
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Table 5.3 Characteristics of Entrepreneurs 
1 
2 
3 
4 
5 
6 
7 
8 
Characteristics 
Leadership Qualities 
Integrity and Commitment 
Long Term Vision 
Commercial Orientation 
Technical Expertise 
Financial Expertise 
Knowledge of Market 
Ability to handle a Team 
Average Rating 
Required 
3.94 
3.81 
3.44 
3.13 
3.93 
3.93 
4.38 
3.62 
Average Rating in 
Uttar Pradesh 
3.79 
3.62 
2.81 
3.06 
4.37 
3.81 
4.13 
3.43 
Also for Uttar Pradesh all the above features of entrepreneurship except long-term 
vision are present in investment proposals from Uttar Pradesh. Venture capitalist rated 
the entrepreneurs from Uttar Pradesh highest on technical knowledge, which was 
followed by the knowledge of market and financial expertise. 
Statistical Test 
The following Statistical tests have been undertaken related to the characteristics of 
entrepreneurs: 
1. Test of significance of attributes related to the characteristics of 
entrepreneurs. 
i. Attributes as required by Venture Capitalist- have been tested and the 
results have been shown in the table below. All the attributes desired 
by venture capitalist have been found to be significant at 99 %level. 
Table 5.4: Test of significance: Entrepreneurship attributes as required by 
venture capitalist 
Test Value = 0 
Leadership 
Integrity 
T 
14.017 
37.831 
Sig.(2-
tailed) 
0.000 
0.000 
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Vision 
Orientation 
Technical 
Financial 
Knowledge 
Team 
26.837 
19.053 
27.452 
27.452 
21.706 
29.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
ii. Attributes as presents in proposals from Uttar Pradesh-Have been 
tested and the results have been shown in the table below. All the 
attributes have been found to be significant at 99 %level. The results 
are shown in the table below. 
Table 5.5: Test of significance: Entrepreneurship attributes presents in proposals 
from Uttar Pradesh 
Test Value = 0 
Leadership 
Integrity 
Vision 
Orientation 
Technical 
Financial 
Knowledge 
Team 
T 
16.747 
23.420 
16.704 
16.704 
25.035 
23.279 
20.466 
16.745 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
2. Significance test for differences in Individual variables between 
entrepreneurship characteristics required by Venture Capitalist and 
entrepreneurship characteristics present in proposals from Uttar Pradesh. 
Based on the individual characteristic of entrepreneurship the following null 
hypotheses were tested: 
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Hlaio: There is no difference in the leadership qualities of entrepreneurs in Uttar 
Pradesh and the leadership qualities required by a venture capitalist. 
Hla2o: There is no difference in the integrity and commitment of entrepreneurs in 
Uttar Pradesh and the integrity and commitment as required by a venture 
capitalist. 
Hla3o: There is no difference in the long-term vision of entrepreneurs in Uttar 
Pradesh and the long-term vision as required by a venture capitalist. 
Hla4o: There is no difference in the commercial orientation of entrepreneurs in Uttar 
Pradesh and the commercial orientation as required by a venture capitalist. 
Hlaso: There is no difference in the technical expertise of entrepreneurs in Uttar 
Pradesh and the technical expertise as required by a venture capitalist. 
Hla6o: There is no difference in the financial expertise of entrepreneurs in Uttar 
Pradesh and the financial expertise required by a venture capitalist. 
HlaTo^  There is no difference in the market knowledge of entrepreneurs in Uttar 
Pradesh and the market knowledge as required by a venture capitalist. 
HlaSo: There is no difference in the team handling ability of entrepreneurs in Uttar 
Pradesh and the team handling ability required by a venture capitalist. 
Table 5.6 Summary of t-test results for the hypothesis based on the individual 
Characteristic of Entrepreneurship 
Hlalo 
Hla2o 
Hla3o 
Hla4o 
There is no difference in the leadership qualities of 
entrepreneurs in Uttar Pradesh and the leadership 
qualities required by a venture capitalist. 
There is no difference in the integrity and 
commitment of entrepreneurs in Uttar Pradesh and 
the integrity and commitment as required by a 
venture capitalist. 
There is no difference in the long-term vision of 
entrepreneurs in Uttar Pradesh and the long-term 
vision as required by a venture capitalist. 
There is no difference in the commercial orientation 
of entrepreneurs in Uttar Pradesh and the commercial 
orientation as required by a venture capitalist. 
T= -0.549 
P=0.591 
T= -
1.211 
P=0.224 
T= -2.702 
P=0.016 
T= -0.436 
P= 0.66 
Accept Null 
Hypothesis 
Accept Null 
Hypothesis 
Reject Null 
Hypothesis 
Accept Null 
Hypothesis 
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Hla5o 
Hloa6 
Hla7o 
Hla8o 
There is no difference in the technical expertise of 
entrepreneurs in Uttar Pradesh and the technical 
expertise as required by a venture capitalist. 
There is no difference in the financial expertise of 
entrepreneurs in Uttar Pradesh and the financial 
expertise required by a venture capitalist. 
There is no difference in the market knowledge of 
entrepreneurs in Uttar Pradesh and the market 
knowledge as required by a venture capitalist. 
There is no difference in the team handling ability of 
entrepreneurs in Uttar Pradesh and the team handling 
ability required by a venture capitalist. 
T= 2.827 
P= 0.012 
T= -0.76 
P=0.457 
T=-1.23 
P= 0.234 
T=-1.24 
P= 0.233 
Reject Null 
Hypothesis 
Accept Null 
Hypothesis 
Accept Null 
Hypothesis 
Accept Null 
Hypothesis 
As can be seen from the tables above null hypotheses Hlaio, Hla2o, Hla4o, Hlaeo, Hla7o 
and Hlgo stand vindicated where as null Hypotheses Hlaso and HUso have been 
rejected at 95 % confidence level. 
3. Overall Significance test for difference between entrepreneurship 
characteristics required by Venture Capitalist and entrepreneurship 
characteristics present in proposals from Uttar Pradesh. 
Null Hypothesis, Hlao There is no difference between the characteristics of 
entrepreneurs in Uttar Pradesh and the characteristics of entrepreneurs required by a 
venture capitalist. 
Alternate hypothesis, Hla There is a difference between the characteristics of 
entrepreneurs in Uttar Pradesh and the characteristics of entrepreneurs required by a 
venture capitalist. 
Based on the data on the features of entrepreneur in this study, Hypothesis 1 a, has 
been tested, the results are shown in table below. 
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Table 5.7 Overall Significance Test: Characteristics of Entrepreneurs 
N Mean Std. Deviation T Sig. (2-tailed 
VC 
Entrepreneur 
16 29.125 3.18 -1.67 0.116 
The above test results, give a t-statistics of-1.67 and the corresponding two-tailed p 
value is 0.116. As P > 0.05, the null hypothesis Hlao (There is no difference between 
the characteristics of entrepreneurs in Uttar Pradesh and the characteristics of 
entrepreneur required by a venture capitalist) stands vindicated. Therefore, there is 
no difference between the characteristics of entrepreneurs in Uttar Pradesh and the 
characteristics of entrepreneurship required by a venture capitalist. 
Comparison with previous studies 
As per this study, features of entrepreneurship are important for evaluating of 
investment proposals. The findings of previous studies on characteristics of 
entrepreneurship are as follows: 
Previous Indian studies -Venture capitalist performs soul searching to be sure that 
entrepreneur has certain key characteristics needed to thrive in competitive business 
world. In previous Indian studies, Pandey (1995), Venture capitalists consider the 
entrepreneur's integrity and urge to grow as the most important aspects. While 
another study by Mishra (2003) also gave similar results with integrity, long-term 
vision and urge to grow as the top three entrepreneurship criteria. On the other hand 
venture capitalists in general claim that they were not much concerned with whether 
the entrepreneur is amenable to suggestion and criticism. The means of most of the 
features related to the entrepreneur were high in previous studies, indicating the 
relevance of features of entrepreneurship from the point of venture capitalist. There 
was also a high consensus that the key experience required was a thorough familiarity 
with the target market. Almost as important was the demonstrated leadership in the 
past. 
Previous Foreign studies- Study of Knight (1994) on venture capital in US, Canada, 
East Asia and Europe shows that the top three criteria of an entrepreneurs personality 
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from the point of view of a venture capitalist are the capability of sustained effort, 
ability to evaluate and react to risk and their being articulate in discussing venture. 
The importance of entrepreneur's capability has also been highlighted in terms of 
their past experience (Starr & Bygrave, 1991). Using the past experience of an 
entrepreneur as means to evaluate the success of new ventures has also been 
suggested in some studies (Macmillan et al., 1987). 
5.1.3,2. Characteristics of Product/Services: The following features were rated by 
venture capitalist. 
1. Uniqueness (One of its kind) 
2. Existence of Prototype 
3. Existence of Patent 
4. Superior Product (Better than existing Product/Services) 
Features of Product/Service - The results of are shown in the figure and table below. 
Of the various features related to the producVservices, venture capitalists perceive 
product uniqueness as the most important criteria and superior than existing product 
as the least important criteria. 
The average rating of product/service features in Uttar Pradesh shows that all the 
features are present in investment proposals. The presence (highest to lowest) was as 
follows, product uniqueness, existence of prototype, superiority over the existing 
product and the existence of patent. 
Table 5.8 Features of Product/Service 
1 
2 
3 
4 
Characteristics 
Uniqueness 
Prototype Exist 
Patent Exist 
Superior Product 
Average Rating 
Required 
4.75 
3.18 
2.93 
2.75 
Average Rating in 
Uttar Pradesh 
3.44 
3.37 
3.25 
3.31 
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Figure 5.4 Features of Product/Service 
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Statistical test: Characteristics of products and services 
1 Test of significance of attributes related to the characteristics of products 
and services. 
I. Attributes as required by Venture Capitalist-Have been tested and the 
results have been shown in the table below. All the attributes desired 
by a venture capitalist have been found to be significant at 99 %level. 
The results are shown in the table below. 
Table 5.9: Test of significance: Attributes of products and services as required by 
Venture Capitalist 
Test Value = 0 
Uniqueness 
Prototype 
Patent 
Superior 
T 
42.485 
12.996 
11.058 
11.000 
Sig.(2-
tailed) 
0.000 
0.000 
0.000 
0.000 
Attributes related to the Characteristic of products and services 
presents in proposals from Uttar Pradesh have been tested and the 
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results have been shown in the table below. All the attributes have 
been found to be significant at 99 %level. The results are shown in the 
table below. 
Table 5.10: Test of significance: Attributes of products and services presents in 
proposals from Uttar Pradesh 
Test Value = 0 
Uniqueness 
Prototype 
Patent 
Superior 
T 
15.413 
14.100 
14.697 
13.061 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
2. Significance test for differences in individual variables between 
characteristics of products and services as required by Venture Capitalist and 
characteristics of products and services present in proposals from Uttar 
Pradesh. 
Based on the individual characteristic of products and services the following null 
hypotheses were tested 
Hlbio: The presence of uniqueness in product and services in investment proposals 
from Uttar Pradesh is as per the requirement of Venture Capitalist. 
Hlb2o' The presence of product prototype in investment proposals from Uttar 
Pradesh is as per the requirement of Venture Capitalist. 
Hlb3o: The presence of patent in investment proposals from Uttar Pradesh is as per 
the requirement of Venture Capitalist. 
Hlb4o: The presence of superiority in Products and services in investment proposals 
from Uttar Pradesh is as per the requirement of Venture Capitalist. 
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Table 5.11 Summary of t-test results for the hypotheses based on the individual 
characteristic of products and services 
Hlbio 
Hlb2o 
Hlb3o 
Hlb4o 
The presence of uniqueness in product and 
services in investment proposals from Uttar 
Pradesh is as per the requirement of Venture 
Capitalist. 
The presence of product prototype in 
investment proposals from Uttar Pradesh is as 
per the requirement of Venture Capitalist. 
The presence of patent in investment 
proposals from Uttar Pradesh is as per the 
requirement of Venture Capitalist. 
The presence of superiority in Products and 
services in investment proposals from Uttar 
Pradesh is as per the requirement of Venture 
Capitalist. 
T=-5.88 
P=0.000 
T=0.783 
P=0.446 
T=0.306 
P=0.764 
T=2.218 
P=0.042 
Reject Null 
Hypothesis 
Accept Null 
Hypothesis 
Accept Null 
Hypothesis 
Reject Null 
Hypothesis 
As can be seen from the table above hypotheses Hlb2o and Hlbso stand vindicated 
while null hypotheses Hlbio and Hlb4o have been rejected while at 99 % and 95 % 
confidence levels. 
3. Overall Significance test for difference between the characteristics of 
products and services required by venture capitalist and the characteristics of 
products and services present in proposals from Uttar Pradesh. 
Null Hypothesis, Hlbo: There is no difference between the characteristics of products 
and services in proposal from Uttar Pradesh and the characteristics of products and 
services required by a venture capitalist. 
Alternate hypothesis, Hlb: There is difference between the characteristics of products 
and services in proposal from Uttar Pradesh and the characteristics of products and 
services required by a venture capitalist. 
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Based on the data of the characteristics of products and services in this study, 
Hypothesis 1 b has been tested; the results are shown in table below 
Table 5.12 Overall Significance Test for difference in the characteristics of 
products and services 
N Mean Std. Deviation t Sig. (2-tailed 
Vv--Features of products and 
16 13.12 1.78 -1.12 0.28 
Services 
The above test results show t-statistics of -1.12 and the corresponding two-tailed p 
value is 0.28. As P >0.05, the Null Hypothesis, HI bo (There is no difference between 
the characteristics of products and services in proposal from Uttar Pradesh and the 
characteristics of products and services required by a venture capitalist) is accepted. 
Therefore there is no difference between the characteristics of products and services 
in proposals from Uttar Pradesh and the characteristics of products and services 
required by a venture capitalist. 
Comparison with previous studies 
As per this study, characteristics of product are important in the evaluation of 
investment proposals. The findings of previous studies on characteristics of product 
are as follows: 
Indian studies -Previous Indian studies on the features of product show that product 
uniqueness and product developed to the point of functioning prototype were the most 
important criteria for evaluating the funding of a venture (Pandey, 1995). But later 
study by Mishra (2003) showed that a high-tech product, a product protected by 
patent and unique product to be the important features of product/services. Mishra 
(2003) also suggests that the reason for the shift in priorities of product and services 
has been due to the emphases of government of India in promoting high technology 
financing. 
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Foreign studies -Knight (1994) indicated that the ratings of requirements in the 
characteristics of product /services differ from country to country but the feature of 
the product/service being high-tech has a low rating in different countries. 
5.1.3.3. Characteristics of Target Market: The following features were rated by 
venture capitalist. 
1. Large size 
2. High growth rate 
3. Low competition 
The responses from venture capitalist have been presented below. As can be seen 
Large size, High growth rate and Low competition were all rated as important by 
Venture Capitalist for evaluating a proposal from the point of view of the target 
market. A large market size and low competition were the most important and least 
important respectively. 
Figure 5.5 Features of target market for Uttar Pradesh 
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All the above-mentioned features of target market are present in proposals from Uttar 
Pradesh. For investment proposals from Uttar Pradesh the presence of a large size and 
high growth rate got the highest and lowest ratings respectively. 
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Table 5.13 Features of Target Market for Uttar Pradesh 
1 
2 
3 
Characteristics 
Large Size 
High Growth Rate 
Low Competition 
Average Rating 
Required 
3.50 
3.44 
3.43 
Average Rating in 
Uttar Pradesh 
3.44 
3.06 
3.19 
Statistical Test 
The following Statistical test have been undertaken related to the Features of target 
market 
1. Test of significance of attributes related to the characteristics of 
entrepreneurs. 
i) Attributes as required by Venture Capitalist have been tested and 
the results have been shown in the table below. All the attributes 
desired by venture capitalist have been found to be significant at 99 
% level. 
Table 5.14 Test of significance: Attributes of target market as required by 
Venture Capitalist 
Test Value = 0 
Size 
Growth rate 
Competition 
T 
14.491 
14.264 
15.413 
Sig. (2-
tailed) 
.000 
.000 
.000 
ii). Attributes as presents in proposals from Uttar Pradesh have been 
tested and the results have been shown in the table below. All the 
attributes have been found to be significant at 99% level. The 
results are shown in the table below. 
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Table 5.15: Test of significance: Attributes of target market presents in 
proposals from Uttar Pradesh 
Test Value = 0 
Size 
Growth rate 
Competition 
T 
18.902 
15.870 
11.500 
Sig. (2-
tailed) 
.000 
.000 
.000 
2. Significance test for differences in Individual variables between features of 
target market required by Venture Capitalist and features of target market 
present in proposals from Uttar Pradesh. 
Based on the individual the features of target market following null hypotheses were 
tested: 
HIcio: There is no difference in the market size in proposal from Uttar Pradesh and 
the market size as required by a venture capitalist. 
Hlc2o: There is no difference in the market growth rate in proposal from Uttar 
Pradesh and the market growth rate as required by a venture capitalist. 
Hlc3o: There is no difference in the market competition in proposal from Uttar 
Pradesh and the market competition as required by a venture capitalist. 
Table 5.15 Summary of t-test results for the hypotheses based on 
features of target market 
the individual 
H 1 oci 
H 1 Oc2 
H 1 Oc3 
There is no difference in the market size in 
proposal from Uttar Pradesh and the market size 
as required by a venture capitalist. 
There is no difference in the market growth rate 
in proposal from Uttar Pradesh and the market 
growth rate as required by a venture capitalist. 
There is no difference in the market competition 
in proposal from Uttar Pradesh and the market 
competition as required by a venture capitalist. 
T= -0.34 
P=0.736 
T=-1.934 
P=0.071 
T=-0.902 
P=0.38] 
Accept 
Null 
Hypothesis 
Accept 
Null 
Hypothesis 
Accept 
Null 
Hypothesis 
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As can be seen from the tables above all the null hypotheses stand vindicated. 
3. Overall Significance test for difference between the target market required by 
Venture Capitalists and the target market present in proposals from Uttar 
Pradesh. 
Null Hypothesis, Hlco: There is no difference between the characteristics of target 
market in proposal from Uttar Pradesh and the characteristics of target market 
required by a venture capitalist. 
Alternate hypothesis, Hlc. There is difference between the characteristics of target 
market in proposal from Uttar Pradesh and the characteristics of target market 
required by a venture capitalist. 
Based on the data collected in this study, Hypothesis 1 c has been tested. The results 
are shown in the table below. 
Table 5.16 Overall Significance Test: Features of target market 
N Mean Std. Deviation t Sig. (2-tailed 
V C Features of Target Market 16 9 . 6 9 1.53 - 1 . 7 9 0 . 9 4 
The test results give the t-statistics of-1.79 and the corresponding two-tailed p value 
is 0.94.As P >0.05, the null hypothesis, Hlco, (There is no difference between the 
characteristics of target market in proposal from Uttar Pradesh and the target market 
characteristics required by a venture capitalist) stands vindicated. Therefore, there is 
no difference between the characteristics of target market in proposal from Uttar 
Pradesh and the target market qualities required by a venture capitalist. 
Comparison with previous studies 
As per this study, characteristics of target market are important criteria in the 
evaluation of investment proposals. The findings of previous studies on characteristics 
of product are as follows: 
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Indian studies -For Indian Venture Capitalist the critical market requirements vary in 
the previous studies. A high growth rate is seen important as per as Pandey (1995), 
while there are a number of factors, considered important by Mishra (2003). Reasons 
for the changes in the market requirement of the two studies have been attributed to 
the change in business environment due to liberalization and globalization (Mishra. 
2003). 
Foreign Studies- Knight (1994), show that a high market growth rate is the top most 
criteria which venture capitalist consider in the characteristic of market in a proposal. 
Rating of other features varies from country to country but ability to create a new 
market gets the lowest importance in different countries. 
5.1.3.4. Features of Deal: The following features were rated by venture capitalist. 
1. Percentage share of equity (ownership) offered to venture capitalist 
2. Price of equity being offered to venture capitalist 
3. Low risk 
4. High returns 
5. Whether other venture capitalist are willing to participate 
6. Provisions in contracts to mitigate conflict with the entrepreneurs 
7. Option of exit (ease of liquidation when needed 
Features of deal 
As shown in the table and graph given below all the above features of deal are 
important except the price of equity. The most important criteria for venture 
capitalists are the level of risk followed by the returns and provisions in contract to 
mitigate conflicts with entrepreneurs. 
Proposal from Uttar Pradesh fiilfills most of the deal feature except the option of easy 
exit. The highest rating was for willingness of other Venture Capitalist to participate 
followed by provisions in contract to mitigate conflicts with entrepreneurs and price 
of equity. , 
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Figure 5.6 Features of deal for Uttar Pradesh 
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Table 5.17 Features of deal for Uttar Pradesh 
1 
2 
3 
4 
5 
6 
7 
Deal Characteristics 
Percentage share of equity 
Price of equity being offered to VC 
Low risk 
High returns 
Willingness of other venture 
capitalist to participate 
Provision in contracts to mitigate 
conflict entrepreneurs 
Option of exit (ease of exit) 
Average Rating 
Required 
3.43 
2.75 
4.68 
3.38 
3.25 
3.38 
3.50 
Average Rating 
in Uttar Pradesh 
3.18 
3.31 
3.25 
3.25 
3.81 
3.62 
2.87 
Statistical Test 
The following Statistical tests have been undertaken related to the features of deal. 
1. Test of significance of attributes related to the features of deal 
i. Attributes as required by Venture Capitalist have been tested and 
the results have been shown in the table below. All the attributes 
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desired by venture capitalist have been found to be significant at 99 
% level. The results are shown in the table below 
Table 5.18 Test of significance: Deal attributes as required by Venture 
Capitalist. 
Test Value = 0 
Share 
Price 
Risk 
Returns 
Syndication 
Contracts 
Exit 
t 
15.413 
11.000 
39.167 
11.765 
11.551 
10.729 
12.124 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
ii. Attributes as presents in proposals from Uttar Pradesh-Have been 
tested and the results have been shown in the table below. All the 
attributes have been found to be significant at 99 % level. The results 
are shown in the table below. 
Table 5.19: Test of significance: Deal attributes presents in proposals from 
Uttar Pradesh. 
Test Value = 0 
Share 
Price 
Risk 
Returns 
Syndication 
Contracts 
Exit 
t 
19.462 
15.174 
19.030 
22.517 
20.333 
16.383 
11.775 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
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2. Significance test for differences in individual variables between features of 
deal required by venture capitalist and features of deal present in proposals 
from Uttar Pradesh. 
Based on the individual characteristic of Features of deal the following null 
hypotheses were tested: 
Hldio: The percentage share of equity (ownership) offered to venture capitalist in 
proposals from Uttar Pradesh is as per the requirement of venture capitalist. 
Hld2o: The price of equity being offered to venture capitalist in proposals from Uttar 
Pradesh is as per the requirement of venture capitalist. 
Hld3o: The level of risk in proposals from Uttar Pradesh is as per the acceptance 
level of venture capitalist. 
Hld4o: The returns in proposals from Uttar Pradesh are as per the requirement of 
venture capitalist. 
Hldso: The willingness of other venture capitalist to participate in proposals from 
Uttar Pradesh is as per the requirement of venture capitalist. 
Hld6o: The provisions in contracts in proposals from Uttar Pradesh are as per the 
requirement of venture capitalist. 
Hld7o: The ease of exit in proposals from Uttar Pradesh is as per the requirement of 
venture capitalist. 
Table 5.20: Summary of t-test results for the hypotheses based on the individual 
attributes of deal 
Hldio 
Hld2o 
Hld3o 
The percentage share of equity (ownership) 
offered to venture capitalist in proposals from 
Uttar Pradesh is as per the requirement of venture 
capitalist. 
The price of equity being offered to venture 
capitalist in proposals from Uttar Pradesh is as 
per the requirement of venture capitalist. 
The level of risk in proposals from Uttar Pradesh 
T=-1.52 
P=0.148 
T= 2.57 
P=0.021 
T=-8.41 
Accept Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
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Hld4o 
Hldso 
Hld6o 
Hld7o 
is as per the acceptance level of venture 
capitalist. 
The returns in proposals from Uttar Pradesh are 
as per the requirement of venture capitalist. 
The willingness of other venture capitalist to 
participate in proposals from Uttar Pradesh is as 
per the requirement of venture capitalist. 
The provisions in contracts in proposals from 
Uttar Pradesh are as per the requirement of 
venture capitalist. 
The ease of exit in proposals from Uttar Pradesh 
is as per the requirement of venture capitalist. 
P=0.000 
T= -0.86 
P=0.40 
T=3.00 
P=0.009 
T=1.13 
P=0.27 
T=-2.61 
P=0.02 
Hypothesis 
Accept Null 
Hypothesis 
Reject Null 
Hypothesis 
Accept Null 
Hypothesis 
Reject Null 
Hypothesis 
As can be seen from the tables above null hypotheses Hldio, Hld4o and Hideo stand 
vindicated. While null hypotheses Hld2 and Hld7o have been rejected at 95 % 
confidence level and null hypotheses HldSo and HldSo are rejected at 99 % confidence 
level. 
3. Overall Significance test for difference between Features of deal required by 
Venture Capital and Features of deal present in proposals from Uttar Pradesh. 
Null Hypothesis, Hldo: There is no difference between the features of deal in 
proposals from Uttar Pradesh and the features of deal required by a venture capitalist. 
Alternate hypothesis. Hid There is difference between the features of deal in 
proposals from Uttar Pradesh and the features of deal required by a venture capitalist. 
Based on the data collected in this study. Hypothesis Id has been tested and the 
results have been shown in the table below 
Table 5.21 Overall Significance Test: Features of deal 
N Mean Std. Deviation Sig. (2-tailed 
VC Features of deal 16 23.375 2.30 •1.19 0.091 
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Test results give the t-statistics of-1.19 and the corresponding two-tailed p value is 
0.091.As P >0.05, the Null Hypothesis, Hldo, (There is no difference between the 
feature of deal in proposals from Uttar Pradesh and the feature of deal required by a 
venture capitalist) stands vindicated. Therefore there is no difference between the 
features of deal in proposals from Uttar Pradesh and the deal required by a venture 
capitalist. 
Comparison with previous studies 
As per this study, all the features of deal except price of equity being offered to a 
venture capitalist are important criteria in the evaluation of investment proposals. The 
findings of previous studies on characteristics of product are as follows: 
Indian studies- Earlier study by Pandey (1995), shows that venture capitalist in India 
do not consider very high returns as a critical in a deal. A return of over 25% is 
mostly sought by the venture capitalist. This has been attributed to the assumption that 
if a right entrepreneur, a right product is chosen the returns will follow. Indian 
entrepreneur have placed considerable importance on the liquidity of investment. A 
later study by Mishra (2003) gives similar results except that most Venture capitalists 
require a return of over 100%i in 5 years. In both the studies the consideration of 
having to participate in subsequent round of financing received low ratings. 
Foreign studies- In the international context. Venture capitalist place greater 
emphasis on returns. As per Knight (994), venture capitalists take a high risk and 
therefore require a high rate of returns. Venture capitalist prefer returns through large 
capital gains on their investments rather than steady dividends or interest (Wilson, 
1986). 
5.1.3.5. Features of Region: The following features were rated by venture 
capitalist 
1. Close to office of Venture capitalist 
2. Clarity in the rules and regulations 
3. Stability in policies 
4. Infrastructure facilities to support the project 
5. Availability of trained manpower 
6. Conducive Law and order to prevent and resolve disputes 
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The results of which are shown the in the table and graph below 
Venture capitalist rated the importance of regional features as used in evaluating 
investment proposals. All the region specific factors have been rated high by venture 
capitalist. The most important one being the distance from the office of venture 
capitalist and the least important being stability in policies. Venture capitalist also 
rated the region specific factors in Uttar Pradesh. As can be seen in the table below, 
most of these factors have been ranked low for the state of Uttar Pradesh. 
Table 5.22 Features of Region for Uttar Pradesh 
1 
2 
3 
4 
5 
6 
Features of Region 
Close to office of venture capitalist 
Clarity in the rules and regulations 
Stability in policies 
Infrastructure facilities project 
Availability of trained manpower 
Conducive law and order 
Average Rating 
Required 
4.25 
3.31 
3.25 
3.44 
3.50 
3.81 
Average Rating 
in Uttar Pradesh 
2.50 
2.62 
2.56 
2.40 
2.68 
2.81 
Figure 5.7 Features of Region for Uttar Pradesh 
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statistical Test 
The following Statistical tests have been undertaken related to the Features of Region: 
1. Test of significance of attributes related to the Features of Region. 
i. Attributes as required by Venture Capitalist-Have been tested and the 
results have been shown in the table below. All the attributes desired 
by venture capitalist have been found to be significant at 99 %level. 
The results are shown in the table below 
Table 5.23 Test of significance: Regional attributes as required by Venture 
Capitalist 
Test Value = 0 
Distance 
Clarity 
Stability 
Infrastructure 
Manpower 
Law 
t 
18.261 
12.289 
13.000 
13.339 
14.491 
20.333 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
ii. Attributes as presents in proposals from Uttar Pradesh-Have been 
tested and the results have been shown in the table below. All the 
attributes have been found to be significant at 99 %level. The results 
are shown in the table below. 
Table 5.24: Test of significance: Regional attributes of Uttar Pradesh 
Test Value = 0 
Distance 
Clarity 
Stability 
Infrastructure 
t 
12.247 
16.959 
16.292 
15.497 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
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Manpower 
Law 
15.267 
17.173 
0.000 
0.000 
2. Significance test for differences in individual variables between features of 
region required by Venture Capitalist and features of region present in 
proposals from Uttar Pradesh. 
Based on the individual features of region the following null hypotheses were tested: 
Hleio: There is no difference in the distance from office of venture capitalist in 
Uttar Pradesh and the distance from office as required by a venture capitalist. 
Hle2o: The clarity of rules and regulations in Uttar Pradesh is as per the requirement 
of venture capitalists. 
Hle3o: The stability of policies in Uttar Pradesh is as per the requirement of venture 
capitalists. 
Hle4o: The infrastructure facilities in Uttar Pradesh are as per the requirement of 
venture capitalists. 
HleSo: The availability of trained manpower in Uttar Pradesh is as per the 
requirement of venture capitalists. 
Hle6o: The law and order in Uttar Pradesh is as per the requirement of venture 
capitalists. 
Table 5.25: Summary of t-test results for the hypotheses based on the 
regional attributes. 
individual 
Hlelo 
Hle2o 
Hle3o 
There is no difference in the distance from office 
of venture capitalist in Uttar Pradesh and the 
distance from office as required by a venture 
capitalist. 
The clarity of rules and regulations in Uttar 
Pradesh is as per the requirement of venture 
capitalists. 
The stability of policies in Uttar Pradesh is as per 
the requirement of venture capitalists. 
T=-12.00 
P=0.000 
T=-8.57 
P=0.000 
T=-4.44 
P=0000 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
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Hle4o 
HleSo 
Hle6o 
The infrastructure facilities in Uttar Pradesh are 
as per the requirement of venture capitalists. 
The availability of trained manpower in Uttar 
Pradesh is as per the requirement of venture 
capitalists. 
The law and order in Uttar Pradesh is as per the 
requirement of venture capitalists. 
T=-4.37 
P=0.001 
T=-6.35 
P=0.001 
T=-4.615 
P=0.000 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
As can be seen from the table, all of the above hypotheses have been rejected at 99 % 
confidence level. 
3. Overall Significance test for difference between features of region required 
by Venture Capitalist and features of region in proposals from Uttar Pradesh. 
Null Hypothesis, Hleo: There is no difference between the regional features of Uttar 
Pradesh and the regional features required by a venture capitalist. 
Alternate hypothesis, HU: There is difference between the regional features of Uttar 
Pradesh and the regional features required by a venture capitalist. 
Based on the data of this study. Hypothesis 1 e has been tested. The results are shown 
in the table below. 
Table 5.26 Overall Significance Test: Regional Features 
N Mean Std. Deviation 
VC Features of Region 16 15.625 1.96 -12.10 
Sig. (2-tailed 
0.00 
The test results give the t-statistics of-12.10 and a p value of 0.000. As p< 0.01, the 
Null Hypothesis, Hleo (There is no difference between the regional characteristics of 
Uttar Pradesh and the regional features required by a venture capitalist) is rejected at 
99% confidence level. Therefore, there is difference between the regional 
characteristics of Uttar Pradesh and the regional features required by a venture 
capitalist. 
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Comparison with previous studies 
As per this study regional features are important in the evaluation of investment 
proposals also the presence of regional features in Uttar Pradesh is perceived to be 
low. The findings of previous studies on regional features are as follows: 
Indian studies-In the Indian context a study was conducted by KPMG and TiE in the 
year 2007 on the perception of the current status of the key factors required 
for entrepreneurship development in individual states. The study considered the 
various regional factors (State specific factors) such as Governance, infrastructure and 
local environment. Under these categories factors such as Bureaucracy, Fiscal policy. 
Tax Administration, infrastructure facilities, incubation center, entrepreneur 
education, mentoring facilities and law and order situation were rated. Uttar Pradesh 
scored well, sometimes even higher than the national average on the above 
parameters. The high scores for the state of Uttar Pradesh have been attributed by the 
study due to the following: 
1. Perception and expectations of the respondents might be conditioned by their 
experiences and expectations in their respective states. States such as Gujarat 
or Delhi can face the challenge of meeting much higher expectations 
compared to those from stales like Utlar Pradesh. 
2. The score for Uttar Pradesh can be attributed to a respondent base primarily 
consisting of NOIDA and Ghaziabad both of which are in the national capital 
region. The high score in Uttar Pradesh could be attributed to the 'NCR-
effect', where a large chunk of development is been done in the National 
Capital Region (NCR). 
Foreign studies - The role of spatial proximity for financial intermediaries in general 
has attracted significant attention in finance literature (Clark & Connor 1997). A 
number of foreign studies have focused on the role of geographical distance. Coval & 
Moskowitz (2001) highlighted the importance of physical distance for information 
gathering. Tian (2006) provides evidence that entrepreneurial firms located closer to 
their investing venture capitalists outperform other entrepreneurial firms because of 
better oversight. Gompers & Lerner (2005) studied the role of distance between the 
venture capitalist and the firm, presuming that that oversight is a ftmction of cost. He 
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found out that firms located in regions where venture capitalist is far might face a 
relative scarcity or increase in cost of venture capital. 
5.1.4. Role of Venture Capital in Economic Development 
Venture Capitalist rated the importance of the following features related to the role, 
which Venture Capital can play in Economic Development for the state of Uttar 
Pradesh. Venture capitalist rated the following ways by which they can help by: 
1. Spurring innovation 
2. Boosting entrepreneurship 
3. Helping in identifying areas where Uttar Pradesh has a competitive advantage 
4. Generating employment 
5. Attracting investments from other sources 
6. Improving the brand image of Uttar Pradesh 
7. Advising government to formulate policies to promote industrialization 
8. Creating a trust amongst entrepreneurs of other states and countries to invest 
in Uttar Pradesh 
The results of responses from the venture capitalist are shown the in the figure and 
table below: 
Table 5.27 Role of Venture Capital in Economic Development 
1 
2 
3 
4 
5 
6 
7 
8 
Features 
Spur Innovation 
Boost Entrepreneurship 
Identify areas where Uttar Pradesh has a competitive advantage 
Generate employment 
Attracting investments from other sources 
Improve brand image of Uttar Pradesh 
Help government to formulate policies to promote industrialization 
Create a trust amongst entrepreneurs of other states and countries 
to invest in Uttar Pradesh 
Average 
4.18 
3.31 
3.37' 
4.56 
3.25 
3.31 
3.19 
3.37 
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Figure 5.8 Role of Venture Capital in Economic Development 
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All the factors were rated as important. The ability of venture capital to generate 
employment, spur innovation, help in identifying areas where Uttar Pradesh has a 
competitive advantage and the ability of Venture Capitalist to create a trust amongst 
entrepreneurs of other states and countries to invest in Uttar Pradesh were rated the 
highest by venture capitalist. While the role of venture capitalist in advising 
government in policy formulation and helping in attracting mvestments from other 
sources were rated lowest. 
The following statistical tests have been undertaken related to the role of venture 
capital in economic development of Uttar Pradesh; 
1. Test of significance of attributes related to the Role of Venture Capital in 
Economic Development of Uttar Pradesh. 
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Attributes as perceived by Venture Capitalist have been tested and the results have 
been shown in the table below. All the attributes perceived by venture capitalist have 
been found to be significant at 99% level. The results are shown in the table below. 
Table 5.28 Test of significance: Attributes of economic development as 
perceived by Venture Capitalist. 
Test Value = 0 
Innovation 
Entrepreneurship 
Competitiveness 
Employment 
Investments 
Branding 
Expertise 
Trust 
t 
20.080 
15.174 
11.765 
25.088 
15.181 
11.640 
12.996 
12.410 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
2. Overall significance test for role of venture capital in promoting economic 
development in Uttar Pradesh. 
Null Hypothesis, H2ao: Venture capital funding will make no difference in promoting 
economic development in Uttar Pradesh. 
Alternate hypothesis, H2a: Venture capital funding can promote economic 
development in Uttar Pradesh. 
Based on the data collected from venture capitalist through question no.4, the above 
hypothesis has been tested. The results of the test are shown in the table below 
Table 2.29 Overall Significance Test: Role of Venture Capital in promoting 
Economic Development 
N Mean Std. Deviation t Sig. (2-tailed 
VC Economic Development 16 28.56 5.4 3.915 0.001 
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The test results give the t-statistics of 3.915 the corresponding two-tailed p value is 
0.001.As P< 0.01, the null Hypothesis, H2ao (Venture capital funding will make no 
difference in stimulating economic development in Uttar Pradesh), is rejected at 95 
% confidence level. Therefore Venture capital funding help promote economic 
development of Uttar Pradesh. 
5.1.5. Role of Venture Capital in Industrial Development: 
Venture Capitalists were asked to rate the role, which can be played by them in the 
industrial development of Uttar Pradesh. They rated the contribution which venture 
capital can provide in terms of the following features given below. Venture capital 
can help by: 
1. Better evaluation of projects. 
2. Providing strategic advice 
3. Providing managerial advice 
4. Expanding marketing networks 
5. Better management of financial resources 
6. Instilling better governances 
7. Assisting in manpower recruitment training 
The results are shown the in the tables and graph given below. They indicate that the 
strategic role of venture capitalist is the most important way by which they can assist 
in industrial development of Uttar Pradesh. 
Table 5.30 Role of Venture Capital in industrial development of Uttar 
Pradesh 
1 
2 
3 
4 
5 
6 
7 
Contribution of Venture Capitalist 
Better evaluation of projects 
Providing Strategic advice 
Providing managerial advice 
Expanding marketing networks 
Better management of financial resources 
Instill better governance 
Assisting in manpower recruitment 
Average Rating 
3.56 
4.06 
3.25 
3.56 
3.43 
3.69 
3.44 
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Figure 5.9 Role of Venture Capital in Industrial Development of Uttar 
Pradesh 
Assistance to Business Ventures 
The following Statistical test have been undertaken related to the Role of venture 
capital in assisting business ventures in Uttar Pradesh 
1. Test of significance of attributes related to the role of venture capital in 
Industrial Development of Uttar Pradesh 
Attributes as perceived by Venture Capitalist have been tested and the results have 
been shown in the table below. All the attributes perceived by venture capitalist have 
been found to be significant at 99 %level. The results are shown in the table below 
Table 5.31 Test of significance: Attributes of Industrial Development as 
perceived by Venture Capitalist. 
Test Value = 0 
Evaluation 
Strategy 
Management 
Marketing 
t 
13.825 
16.892 
13.000 
15.974 
Sig. (2-
tailed) 
.000 
.000 
.000 
.000 
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Financial 
management 
Governance 
Manpower 
16.893 
18.596 
17.507 
.000 
.000 
.000 
2. Overall Significance test for role of venture capital in assisting business 
ventures in Uttar Pradesh. 
Based on the above data Hypothesis 2 b has been tested. 
Null Hypothesis, H2bo: Venture capital funding will make no difference in making 
industrial unit in Uttar Pradesh more competitive. 
Alternate hypothesis, H2b: Venture capital funding will make industrial unit in Uttar 
Pradesh more competitive 
Based on the data collected from venture capitalist through question no.4 the above 
hypothesis has been tested. The results of the test are shown in the table below: 
Table 5.32 Overall Significance Test: Role of venture capital in promoting 
Industrial Development 
N Mean Std. Deviation Sig. (2-tailed 
VC Industrial Development 16 24.75 3.89016 4.216 0.009 
The test results give the t-statistics of 4.216 the corresponding two-tailed p value is 
0.009.AS P<0.01, the Null Hypothesis, H2bo, (Venture capital funding will make no 
difference in making industrial unit in Uttar Pradesh more competitive) is rejected at 
95 % confidence level. Therefore venture capital funding will make industrial units 
in Uttar Pradesh more competitive. 
Comparison vfith previous studies 
The results of this study are in line with previous studies, venture capitalist feel that 
due to their expert advice and active participation they can help in the development of 
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Uttar Pradesh. The literature review (section 3.1) gives a detailed account of the 
developmental role played by venture capital. 
5.1.6. Role of Government in promoting venture capital 
Venture Capitalist were asked to rate the role which can be played by government of 
Uttar Pradesh in promoting venture capital in the state. They rated the contribution 
which government can provide in terms of the following; 
1. Providing better infrastructure 
2. Establishing incubation organizations 
3. Improving manpower issues 
4. Faster clearance of investment proposals 
5. Simplifying regulatory and legal issues 
6. Providing tax concessions 
7. Establishing State dedicated venture capital fund 
8. Establishing special cell to oversee venture capital investments 
9. Clarifying the policies and procedures 
10. Ensuring stability in policies and procedures 
The results are shown the in the table and graph below, which indicate that 
government can help promote venture capital in a number of ways 
Table 5.33 Role of Government in Promoting Venture Capital 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
Role of Government 
By providing better infrastructure 
Establishing incubation organizations 
Improving manpower issues 
Faster clearance of investment proposals 
Simplifying regulatory and legal issues 
Providing tax concessions 
Establishing State dedicated Venture Capital Fund 
Establishing special cell to oversee venture capital investments 
Clarifying the policies and procedures 
Ensuring stability in policies and procedures 
Average 
3.56 
3.43 
'3.31 
3.62 
3.18 
4.06 
3.19 
3.06 
3.08 
3.75 
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Figure 5.10 Role of government in promoting venture capital 
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As per the perception of venture capitalist, the most important way through which the 
government can help is by providing tax concessions to venture capital investments. 
Statistical Tests 
The following Statistical test have been undertaken related to the role of government 
in promoting venture capital 
1. Test of significance of attributes related to the Role of Government in 
Promoting Venture Capital 
i) Attributes as perceived by Venture Capitalist have been tested and 
the results have been shown in the table below. All the attributes as 
perceived by venture capitalist have been found to be significant at 
99 % level. The results are shown in the table below. 
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Table 5.34 Test of significance: Attributes of Role of Government as 
perceived by Venture Capitalist 
Test Value = 0 
Better infrastructure 
Incubation 
Manpower 
Clearances 
Regulations 
Tax 
State Sponsored VC 
Special Cell 
Rules 
Stability 
t 
14.783 
16.893 
10.600 
16.383 
15.285 
14.151 
10.923 
18.013 
18.013 
13.328 
Sig. (2-tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
2. Overall Significance test for the Role of Government in Promoting 
Venture Capital. 
Null Hypothesis, H3o: Government cannot promote venture capital funding in Uttar 
Pradesh 
Alternate hypothesis, H3: Government can promote venture capital funding in Uttar 
Pradesh. 
Based on the above data Hypothesis 3 has been tested. The results have been shown 
in the table below 
5.35 Overall Significance Test: Role of Government 
N Mean Std. Deviation t Sig. (2-tailed 
VC Role of Government 16 34.875 6.55744 3.553 0.03 
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Test results give the t-statistics of 3.553 and the corresponding two-tailed p value is 
0.03. As P <0.05 but P >0.01, the null Hypothesis, H3o (Government cannot promote 
venture capital funding in Uttar Pradesh), is rejected at 95% confidence level. 
Comparison with previous studies- the findings of this study are in line with 
previous studies. Venture capitalist feel that Government can undertake a number of 
steps to promote venture capital funding in the state of Uttar Pradesh. The role of 
government in promotion of venture capital has been highlighted in various studies. 
Governments across the world have taken a number of initiatives to promote venture 
capital fonding (as can be seen in table 3.4, chapter 3). 
Also as discussed earlier in chapter 2, many Indian state governments have also 
played a role in promotion of venture capital by establishing state dedicated venture 
capital flinds 
5.1.7. Role of Syndication in promoting venture capital 
Venture Capitalist were asked to rate the role which can be played by syndication in 
promoting venture capital in the state of Uttar Pradesh. They rated the contribution 
which venture capital syndication can provide in terms of: 
1. Better evaluation of investment proposal 
2. Sharing of risk 
3. Sharing of profit/loss 
4. Better management of venture 
5. Providing signals that the venture is good 
As can be seen from the graph and table given below, for the state of Uttar Pradesh 
venture capitalist gave importance to a number of benefits of syndication. In the 
perception of venture capitalist the most important factor was that syndication enables 
sharing of risk this was followed by a better management of venture through 
syndication. Sharing of profit and loss through syndication was perceived to be the 
least important. 
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Figure 5.11 Role of Syndication for Uttar Pradesh 
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Table 5.36 Role of Syndication 
1 
2 
3 
4 
5 
Features of Syndication 
Better evaluation of investment proposal 
Sharing of risk 
Sharing of profit/loss 
Better management of venture 
Provides signals that the venture is good 
Average Rating 
3.37 
3 75 
2.93 
3 62 
3.50 
Statistical Test 
The following statistical tests have been undertaken related to the Role of Syndication 
in Promoting Venture Capital in the state of Uttar Pradesh. 
1. Test of significance of attributes related to the role of syndication in 
promoting Venture Capital in the state of Uttar Pradesh. 
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Attributes as perceived by Venture Capitalist have been tested and the results have 
been shown in the table below. All the attributes as perceived by venture capitalist 
have been found to be significant at 99 % level. Results have been shown in the table 
below. 
Table 5.37 Test of significance: Attributes of Syndication as perceived by 
Venture Capitalist 
Test Value = 0 
Evaluation 
Sharing of Risk 
Sharing of 
Profit/loss 
Management 
Signals 
T 
15.253 
17.146 
15.222 
14.151 
13.555 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
2. Overall Significance test for the role of syndication in promoting venture 
capital in Uttar Pradesh. 
Null Hypothesis, H4o: Syndication cannot promote venture capital funding in Uttar 
Pradesh. 
Alternate hypothesis, H4: Syndication can promote venture capital funding in Uttar 
Pradesh. 
Based on question no. 7, from venture capitalist. Hypothesis 4 has been tested and 
results have been shown in the table below. 
Table 5.38 Overall Significance Test: Role of Syndication 
N Mean Std. Deviation Sig. (2-tailed 
VC syndicafon 16 17.1875 3.39 2.69 0.017 
Test results give the t-statistics of 2.692 the corresponding two-tailed p value is 0.017. 
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As P<0.05 but P>0.01, the Null Hypothesis H4o (Syndication will make no difference 
in promoting venture capital funding in Uttar Pradesh) is rejected at 95 % 
confidence level. 
Comparison of this study with previous studies 
This study shows that venture capitalist consider syndication beneficial for investment 
in Uttar Pradesh As discussed in the literature review (section 3.4.5), a number of 
researchers have highlighted the benefits of syndication. Venture capitalists syndicate 
their investments with other venture capitalists to distribute risk, for seeking advice 
about the startup firm and to cross check on the investment decision (Gompers & 
Lerner, 1999). Venture capitalists may syndicate to share risk (Lockett & Wright, 
2001). Venture capitalist also syndicates to improve decision-making by joint 
decisions (Lerner, 1994). 
5.2. Analysis for data - Entrepreneurs in Uttar Pradesh 
In this section the data obtained from the entrepreneurs is presented through tables 
and graphs after which the statistical test have been performed to test the various 
hypothesis. 
5.2.1 Funds requirement of Entrepreneur 
Entrepreneurs were asked whether they have a new innovation/technology/R&D for 
which they require funds. The responses are shown in the pie charts given below. Out 
of the total 386 respondents 187 (42%) require funds. Also all the entrepreneurs 
requiring funds feel that it would not be easy to raise funds for new ventures. The 
requirement of funds was grouped into the following categories, Up to Rs. 25 lakhs, 
Rs 25 lakhs to Rs 5 crores, Rs 5 crores to Rs 10 crores and above Rs 10 crores. As 
shown in the figure 5.12 below, the maximum number of respondent entrepreneur 
required between Rs 25 lakhs to Rs 5 crores, which was followed by up to Rs. 25 
lakhs, Rs 5 crores to Rs 10 crores and Above Rs 10 crores respectively. 
ii' 
Figure 5.12 Fund required for new ventures 
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Figure 5.13 Amount of funds required 
Funds Requirement of Entrepreneurs 
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5.2.2 Methods and problems faced in raising funds 
Entrepreneurs were asked whether they have raised equity and debt funds for their 
business. As per the responses all the entrepreneurs have raised funds for business 
through equity and debt capital and have faced problems in raising them. 
Entrepreneurs were then asked to rate the problems faced by them in equity and debt 
capital. The responses from the entrepreneurs are discussed in sections 5.2.2.1 and 
5.2.2.2. 
5.2.2.1. Problems in Equity Capital 
Entrepreneurs were asked to rate the problems faced by them in raising equity capital. 
As shown in the graph given below entrepreneurs faced the maximum difficulty in 
convincing the providers of equity capital due to lack of trust. This was followed by 
the problems faced due to the need for references and the insufficiency of funds from 
equity capital. 
Figure 5.14 Equity Capital -Problems faced by entrepreneurs in Uttar Pradesh 
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The responses of the problems faced in raising equity capital have also been shown 
the table below. 
in 
Table 5.39 Equity Capital: Problems faced by Entrepreneurs of Uttar 
Pradesh 
1 
2 
3 
4 
5 
6 
7 
8 
Problems in equity capital 
Funds are insufficient 
Difficult to convince others as there is a lack of trust 
Cost of fund is high 
Process is time consuming 
Collateral/Guarantee is required 
Excessive paper work 
Assurances are required 
Chances of obtaining finance are low 
Average Rating 
3.48 
4.29 
3.46 
3.20 
1.70 
3.41 
3.59 
3.42 
Statistical Test 
The following Statistical test have been undertaken related to the problems faced in 
raising equity capital by entrepreneurs in the state of Uttar Pradesh 
1. Test of significance of attributes related to the problems faced in raising 
equity capital by entrepreneurs in the state of Uttar Pradesh 
Attributes as perceived by entrepreneurs in the state of Uttar Pradesh have been tested 
and the results have been shown in the table below. All the attributes as perceived by 
entrepreneurs have been found to be significant at 99 %Ievel. The results have been 
shown in table below 
Table 5.40 Test of Significance: Attributes of problems faced in raising equity 
Test Value = 0 
Insufficient 
Trust 
T 
50.712 
78.024 
Sig. (2-
tailed) 
0.000 
0.000 
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Cost 
Time 
Collateral 
Formalities 
References 
Success 
119.527 
87.685 
140.961 
99.807 
111.643 
120.456 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
2. Overall Significance test for tlie problems faced in raising equity capital 
by entrepreneurs in the state of Uttar Pradesh 
Null hypothesis, H5ao: Entrepreneurs in Uttar Pradesh do not face problems 
in raising equity capital. 
Alternate hypothesis, H5a. Entrepreneurs in Uttar Pradesh face problems in 
raising equity capital. 
Based on the data of question no.3 (a), for the entrepreneurs, the above Hypothesis 5a 
is tested and results have been shown in table below. 
Table 5.41 Overall Significance Test: Problems in Equity Capital 
N Mean Std. Deviation Sig. (2-tailed 
Equity 386 26.54 3.17 15.73 / 0.000 
Test results give the t-statistics of 15.73 and the corresponding two-tailed p value is 
0.000. As P<0.01, the null hypothesis, H5ao Entrepreneurs in Uttar Pradesh do not 
face problems in raising equity capital is rejected at 99 % confidence level. 
Therefore entrepreneurs in Uttar Pradesh face problems in raising equity capital 
5.2.2.2. Problems in Debt Capital 
Entrepreneurs were asked to rate the problems faced in raising debt capital. The 
responses are shown in the table below. Entrepreneurs in Uttar Pradesh face the 
maximum problems due to requirement of collateral. This is followed by problems 
faced due to a low chance of obtaining debt capital for business. Insufficiency of 
flinds for business does not pose a problem faced in raising debt capital. 
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Table 5.42 Debt Capital -Problems faced by Entrepreneurs in Uttar Pradesh ^ 
1 
2 
3 
4 
5 
6 
7 
8 
Problems in Debt Capital 
Insufficient Funds 
Difficult to convince as there is a lack of trust 
Cost of fund is high 
Process is time consuming 
Collateral/Guarantee is required 
Excessive paper work 
References/Assurances are required 
Chances of obtaining finance are low 
Average Rating 
1.66 
3.18 
3.38 
3.18 
4.49 
3.41 
3.51 
4.35 
The responses from entrepreneurs have been depicted in the table below 
Figure 5.15 Debt capital -Problems faced by entrepreneurs in Uttar Pradesh 
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The following Statistical test have been undertaken related to the problems faced in 
raising debt capital by entrepreneurs in the state of Uttar Pradesh 
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1. Test of significance of attributes related to the problems faced in raising debt 
capital by entrepreneurs in the state of Uttar Pradesh 
Attributes as perceived by entrepreneurs in the state of Uttar Pradesh have been tested 
and the results have been shown in the table below. All the attributes as perceived by 
entrepreneurs have been found to be significant at 99 % level. The results have been 
shown in table below. 
Table 5.43 Test of significance: Attributes of problems faced in raising debt 
Test Value = 0 
Insufficient 
Trust 
Cost 
Time 
Collateral 
Formalities 
References 
Success 
T 
91.798 
99.640 
I05.5II 
86.859 
48.025 
99.830 
104.882 
121.345 
Sig. (2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
2. Overall Significance test for the problems faced in raising debt capital by 
entrepreneurs in the state of Uttar Pradesh. 
Null hypothesis, H5bo: Entrepreneurs in Uttar Pradesh do not face problems 
in raising debt capital. 
Alternate hypothesis, 5b: Entrepreneurs in Uttar Pradesh face problems in 
raising debt capital. 
Based on the data of question no.3 (b), for the entrepreneurs, the above Hypothesis 5 b 
has been tested and results have been shown in table below. 
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Table 5.44 Overall Significance Test: Problems in Debt Capital 
N Mean Std. Deviation t Sig. (2-tailed 
Poebt 386 27.14 3.18 19.38 0.000 
The test results give the t-statistics of 19.38, the corresponding two-tailed p value is 
O.OOO.As P<0.01, the Null hypothesis, H5bo (Entrepreneurs in Uttar Pradesh do not 
face problems in raising debt capital) is rejected at 99 % confidence level. Therefore 
entrepreneurs in Uttar Pradesh face problems in raising debt capital. 
5.2.3 Chi-Squares Test and ANOVA for Problems faced in raising Equity and 
Debt capital. 
Further statistical test have been performed on the data obtained from question no.3 
(a) and (b), from the entrepreneurs. Based on which hypothesis 5 „ 5 a, 5 e and 5 f 
have been tested. 
1. Difference between problems faced in raising Equity and Debt capital. 
Null hypothesis, HSco: Entrepreneurs in Uttar Pradesh face no significant 
difference between problems in raising equity capital and problems in raising 
debt capital. 
Alternate hypothesis, H5c. Entrepreneurs in Uttar Pradesh face significant 
difference between problems in raising equity capital and the problems faced 
in raising debt capital. 
Chi-Square Test is undertaken to ascertain if there are differences between problems 
faced in raising equity capital and problems faced in raising debt capital. The results 
are shown in the table below. 
Table 5.45 Chi-Squares Test: Equity and Debt Capital 
Value Sig. (2-sided) 
Pearson Chi-Square 0.079 0.779 
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The Pearson Chi Square shows a value of 0.079, the corresponding p value is 0.779. 
As the p value obtained is higher than the 0.05, the null hypothesis 5 eo (Entrepreneurs 
in Uttar Pradesh face no significant difference between problems in raising equity 
capital and problems in raising debt capital) stands vindicated. Therefore, there is no 
significant difference between problems in raising equity capital and problems in 
raising debt capital. 
2. Age of entrepreneur and the Problems faced in raising Equity and Debt 
capital. 
a) Null hypothesis, HSaio: The problems faced in raising equity capital does not 
differs age- wise. 
Alternate hypothesis, H5di: The problems faced in raising equity capital 
differs age-wise. 
b) Null hypothesis, H5d2o: The problems faced in raising debt capital does not 
differs age- wise. 
Alternate hypothesis, H5d2: The problems faced in raising debt capital differs 
age- wise. 
ANOVA test has been undertaken to ascertain if there are differences between the 
various age groups of entrepreneurs in state of Uttar Pradesh with regards to problems 
faced in raising equity capital and problems faced in raising debt capital. The results 
are shown in the table below. 
Table 5.46 ANOVA: Age and problems faced in raising capital 
ANOVA 
F Si^; 
V C Problem Equity 0.892 0.445 
V C Problem debt 0.639 0.590 
It can be seen from the above table that 
1. Problem Faced in Raising Equity, p=0.445,F=0.892 
2. Problem Faced in Raising Debt, p=0.590,F=0.639 
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As in the above cases the value of p > 0.05, therefore Null hypotheses, H5,,„ and 
H5d2o stand vindicated. Therefore, the problems faced in raising equity and debt 
capital and are same for entrepreneurs of all age groups in Uttar Pradesh. 
3. Location of Entrepreneurs and problems faced in raising capital 
a. Null hypothesis, H5eio: The problems faced in raising equity capital does not 
differ location wise. 
Alternate hypothesis, H5ei. The problems faced in raising equity capital differs 
location wise. 
b. Null hypothesis, H5e2o: The problems faced in raising debt capital does not 
differ location wise. 
Alternate hypothesis, H5e2: The problems faced in raising debt capital differs 
location wise. 
ANOVA has been performed to ascertain whether differences are there in the 
problems faced by entrepreneur with regards to their location (district). The results are 
shown in the table below. 
Table 5.47 ANOVA: Location and problems faced in raising capital 
ANOVA 
F Sii^  
V C Problem Equity 1 .127 0 . 3 4 6 
V C Problem debt 0 . 9 8 6 0 . 4 3 5 
The results of above table show that 
1. For equity capital, p=0.346. As p> 0.05, the null hypothesis stands vindicated. 
2. For debt capital, p=0.435. As p>0.05, the null hypothesis stands vindicated. 
For both equity and debt capital the problems faced does not differ location-wise for 
entrepreneurs of all locations (districts) in Uttar Pradesh. 
4. Gender of entrepreneur and the problems faced in raising equity and 
debt capital. 
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a. Null hypothesis, HSno-- Problems faced in raising equity capital does not 
differs gender wise. 
Alternate hypothesis, H5n: Problems faced in raising equity capital differs 
gender wise. 
b. Null hypothesis, H5no: Problems faced in raising debt capital does not differs 
gender wise. 
Alternate hypothesis, H5f2: Problems faced in raising debt capital differs 
gender wise. 
ANOVA has been performed to ascertain whether differences are there in the 
problems faced by entrepreneur with regards to their gender. The results are shown in 
the table below. 
Table 5.48 ANOVA: Gender and problems faced in raising capital 
ANOVA 
F sij; 
V C Problem Equity 0.423 0.516 
V C Problem debt 0.463 0.497 
The results of above table show that 
1. For equity capital, p=0.516. As p> 0.05, the null hypothesis stands vindicated. 
2. For debt capital, p=0.497. As p>0.05, the null hypothesis stands vindicated. 
Therefore, problems faced in raising both equity and debt capital does not differ 
gender-wise for entrepreneurs in Uttar Pradesh. 
Comparison with previous studies 
This study finds that entrepreneurs while raising capital in Uttar Pradesh face a 
number of problems. Many studies have been conducted on the problems faced by 
entrepreneurs in raising fUnds. Researchers like Jensen & Mecklings (1976) have 
advanced the agency, they have demonstrated that conflict between the managers and 
investors can affect the problems faced by entrepreneurs in raising funds. The 
difficulties faced by entrepreneurs have been sorted out into four critical factors by 
Gompers & Lemer (2005). 
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1. Uncertainty- in the potential outcomes for a company or a project. The wider 
the dispersion more is the uncertainty. Uncertainty could be due to reasons 
such as; whether the research program or new product will succeed, what will 
be the response of rival firms. Because of uncertainty the entrepreneur faces 
problems in raising funds. 
2. Asymmetric information-as the entrepreneur is involved in the day-to-day 
action he knows more about the company's prospects than the investors. 
Investors are worried that entrepreneur may take actions that are in his self-
interest and it becomes difficult to distinguish between good and bad 
entrepreneur. Fearing such actions from the entrepreneurs the investors 
hesitate to invest. 
3. Nature of firm's assets-firms that have tangible assets such as land, machinery 
may find it easier to raise fiinds. But when the assets are intangible it becomes 
relatively difficult to raise funds. 
4. Conditions in the relevant financial and product market-if there is an intense 
competition or a great deal of market uncertainty about the size of the 
potenfial market, firms may find it difficult to raise capital. 
Apart from the above researcher a number of studies (refer literature review) have 
also highlighted the problems faced by entrepreneurs in raising fUnds. 
5.2.4. Problems faced in Venture Capital 
Entrepreneur of Uttar Pradesh were asked whether they have heard of venture capital 
and if so have they approached a venture capitalist for funding. Out of 386 
respondents 229 respondents had heard of venture capital. These 229 respondent 
entrepreneurs rated the problems they faced/perceived with venture capital. 
Table 5.49 Problems faced by Entrepreneurs of Uttar Pradesh in raising 
venture capital 
1 
2 
3 
4 
Problems faced in venture capital 
Venture capitalist are unapproachable 
Venture capital is a costly source of raising capital 
Venture Capitalist interfere in business decisions 
Venture capital finances only high technology firms 
Average Rating 
3.38 
3.59 
3.41 
3.48 
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5 
6 
7 
8 
Confidentiality is lost 
Funds requirement are too small for Venture Capital funding 
Negotiations with venture capitalist are time consuming 
Chances of obtaining finance from are low 
3.86 
3.12 
3.76 
3.52 
As can be seen from the table shown above, entrepreneurs face a number of problems 
from venture capitalist. The top most problems rated by entrepreneurs were as 
follows; entrepreneurs have to share their business plans and strategies with venture 
capitalist, the time consumed in negotiations is too long and entrepreneurs consider 
venture capital as a costly source of funding. 
Figure 5.16 Problems in venture capital 
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The responses from entrepreneurs have also been depicted in the table below. 
Statistical Test 
The following Statistical test have been undertaken related to the problems 
faced/perceived in raising venture capital by entrepreneurs in the state of Uttar 
Pradesh: 
1. Test of significance of attributes related to the problems faced in raising 
venture capital by entrepreneurs in the state of Uttar Pradesh. 
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3. 
5. 
Overall significance test for the problems faced in raising venture capital 
by entrepreneurs in the state of Uttar Pradesh. 
Test of age wise (of entrepreneur) differences in problems faced in raising 
venture capital. 
Test of location wise (district) differences in the problems faced in raising 
venture capital. 
Test of gender wise (of entrepreneur) differences in the problems faced in 
raising venture capital. 
Data for the above test was obtained through question number 4, from the 
entrepreneurs of Uttar Pradesh. The results of the above test are as follows: 
1. Test of significance of attributes 
Attributes as perceived by entrepreneurs in the state of Uttar Pradesh have 
been tested and the results have been shown in the table below. All the 
attributes as perceived by entrepreneurs have been found to be significant 
at 99% level. The results of test are shown in the table below 
Table 5.50 Test of Significance: Attributes of problems faced in raising 
Venture Capital 
Test Value = 0 
Unapproachable 
Costly 
Interference 
High-tech 
Confidentiality 
Size 
Time 
Success 
t 
23.518 
29.445 
27.946 
20.054 
27.383 
23.263 
28.875 
22.201 
Sig. (2-
tailed) 
.000 
.000 ^ 
.000 
.000 
.000 
.000 
.000 
.000 
Overall Significance test for the problems faced in raising venture capital 
by 'entrepreneurs in the state of Uttar Pradesh. 
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Null Hypothesis, H6ao: Entrepreneurs in Uttar Pradesh do not face problems 
in raising venture capital. 
Alternate Hypothesis, H6a: Entrepreneurs in Uttar Pradesh face problems in 
raising venture capital. 
The results of test are shown in the table below 
Table 5.51 Overall Significance Test: Problems in Venture Capital 
Venture Capital 
N Mean Std. Deviation T Sig. (2-tailed 
I 2 9 28!To 4^ 04 5^ 46 o!oO 
The test results give the t-statistics of 5.46 and the corresponding two-tailed p value is 
O.OOO.As p<0.01, the Null Hypothesis, H6ao (Entrepreneurs in Uttar Pradesh do not 
face problems in raising venture capital) is rejected at 99 % confidence level. 
Therefore Entrepreneurs in Uttar Pradesh do face problems in raising venture 
capitalist. 
Comparison with previous studies 
As discussed in the literature review (section 3.4) there are a number of issues in 
venture capital flinding. These issues have to address before funding can take place, 
this causes problems for the entrepreneurs seeking venture capital funding. The 
present study is in line with the previous studies and it shows that entrepreneurs in 
Uttar Pradesh also face/perceive problems in raising venture capital. 
3. Age of entrepreneur and the Problems faced in raising venture capital. 
Null hypothesis, H6bo: For the entrepreneurs of Uttar Pradesh the problems faced in 
raising venture capital does not differ age-wise. 
Alternate hypothesis H6b: For the entrepreneurs of Uttar Pradesh the problems faced 
in raising venture capital differs age-wise. 
ANOVA has been performed to ascertain whether differences are there in the 
problems faced by entrepreneur in raising venture capital with regards to their age. 
The results of test are shown in the table below. 
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Table 5.52 ANOVA: Age and problems in Venture Capital 
ANOVA 
Si£ 
V C Age and Problem 0.423 0.516 
The ANOVA test gives the following values, F=0.423, p=0.516. As p>0.05, the above 
hypothesis H6bo (For the entrepreneurs of Uttar Pradesh the problems faced in raising 
venture capital do not differ age-wise) stands vindicated. 
4. Location-wise problems in venture capital 
Null hypothesis, H6co: For the entrepreneurs of Uttar Pradesh the problems faced in 
raising venture capital does not differ location-wise. 
Alternate hypothesis H6c: For the entrepreneurs of Uttar Pradesh the problems faced 
in raising venture capital differs location-wise. 
ANOVA has been performed to ascertain whether differences are there in the 
problems faced by entrepreneur in raising venture capital with regards to their 
location. The results of test are shown in the table below. 
Table 5.53 ANOVA: Location and problems in Venture Capital 
ANOVA 
F Si^ ^ 
V C Location and Problem 1.384 0.221 
The ANOVA test gives the following values, F=1.384 and p=0.221. As p>0.05, the 
above hypothesis, H6oc (For the entrepreneurs of Uttar Pradesh the Problems faced in 
raising venture capital does not differ district-wise) stand vindicated. 
5. Gender-wise problems in venture capital 
Null hypothesis, H6do: For the entrepreneurs of Uttar Pradesh the problems faced in 
raising venture capital does not differ gender-wise. 
Alternate hypothesis H6d: For the entrepreneurs of Uttar Pradesh the problems 
faced in raising venture capital differs gender-wise. 
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ANOVA has been performed to ascertain whether differences are there in the 
problems faced by entrepreneur in raising venture capital with regards to their gender. 
The results of test are shown in the table below. 
Table 5.54 ANOVA: Gender and problems in Venture Capital 
ANOVA 
Sig. 
vc Gender and Problem 1.639 0.201 
The ANOVA test gives the following values, F=1.639, p=0.201. As p>0.05, 
hypothesis, H6do(For the entrepreneurs of Uttar Pradesh the problems faced in raising 
venture capital does not differ gender-wise) stands vindicated. 
5.2.5. Financial and non-financial assistance provided by venture capitalist 
Entrepreneurs were asked to rate the importance of the financial and non-financial 
assistance that can be provided by a venture capitalist. 
As can be seen from the table below, entrepreneurs in Uttar Pradesh give importance 
to the various types of help, which a Venture Capitalist can provide for their business. 
Table 5.55 Assistance provided by Venture Capitalist 
1 
2 
3 
4 
5 
6 
7 
8 
9 
Assistance provided by venture capitalist 
Venture capital can provide funds for business 
Venture capital can improve the brand image of your company 
Venture capital provides help in strategic planning 
Venture capital can provide help in marketing 
Venture capital flind can provide technical assistance 
Venture capital flind can help in raising finance from other sources 
Venture capital fond can provide operational help 
Venture capital fond can recruit and train manpower 
Venture capital provides assistance to improve corporate governance 
Average 
Rating 
4.29 
3.70 
3.08 
3.99 
2.52 
4.35 
2.49 
3.06 
2.74 
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The financial and marketing help have been rated high while the technical and 
operational help has been rated low. The responses from entrepreneurs have also been 
depicted in the figure below 
Figure 5.17 Assistance provided by venture capitalist 
Assistance Provided by Venture Capital 
Statistical Test 
The following Statistical tests have been undertaken related to the assistance that can 
be provided by venture capitalist to entrepreneurs in the state of Uttar Pradesh. 
1. Test of significance of attributes related to the assistance, which can be 
provided by venture capitalist. 
2. Overall Significance test for the assistance, which can be provided by 
venture capitalist. 
3. Test of age wise (of entrepreneur) differences in assistance expected from, 
venture capitalist 
4. Test of location wise (district wise) differences in the assistance that can 
be provided by venture capitalist to the entrepreneurs. 
5. Test of gender wise (of entrepreneur) differences in the assistance, which 
can be provided by venture. 
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Data for the above test was obtained through question number 5, from the 
entrepreneurs of Uttar Pradesh. The results of the above test are as follows: 
1. Test of significance of attributes 
Attributes as perceived by entrepreneurs in the state of Uttar Pradesh have 
been tested and the results have been shown in the table below. All the 
attributes as perceived by entrepreneurs have been found to be significant at 
99 % level. 
The results of test are shown in the table below 
Table 5,56 Test of significance: Attributes of assistance expected from 
Venture Capitalist 
Test Value = 0 
Funding 
Brand 
Strategic 
Marketing 
Technical 
Credibility 
Operational 
Manpower 
Governance 
T 
122.584 
95.794 
112.183 
55.354 
58.262 
61.978 
61.191 
51.354 
53.262 
Sig.(2-
tailed) 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
2. Overall Significance test for the assistance, which can be provided by 
venture capitalist 
Null hypothesis, H7ao: Entrepreneurs in Uttar Pradesh do not expect non-financial 
assistance from venture capitalist. 
Alternate hypothesis, H7a: Entrepreneurs in Uttar Pradesh expect non-financial 
assistance from venture capitalist. 
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The results of test are shown in the table below 
Table 5,57 Overall Significance Test: Assistance of venture capitalist 
N Mean Std. Deviation T Sig. (2-tailed 
VC Assistance 386 2L57 338 333 OOoi 
Test results give the t-statistics of 3.33 and p=0.001.As p<0.01, the null hypothesis, 
H7ao (Entrepreneurs in Uttar Pradesh do not expect non-fmancial assistance from 
venture capitalist) is rejected at 99 % confidence level. Therefore Entrepreneurs in 
Uttar Pradesh do expect non-financial assistance from venture capitalist. 
3. Age of entrepreneur and assistance expected from Venture Capitalist 
Null hypothesis, H7bo: For the entrepreneurs of Uttar Pradesh the assistance 
expected from venture capitalist does not differ age-wise. 
Alternate hypothesis H7b: For the entrepreneurs of Uttar Pradesh the assistance 
expected from venture capitalist differs age-wise 
ANOVA has been performed to ascertain whether the assistance expected from a 
venture capital differs with regards to the age of entrepreneurs. The results of test are 
shown in the table below. 
Table 5.58 ANOVA: Age of entrepreneur and Assistance expected from 
Venture Capitalist 
ANOVA 
F Si^ ^ 
» ^ Age and Assistance 2 6 5 5 0 0 4 8 
The ANOVA test gives the following values, F=2.655 and p=0.048. As 0.01< p<0.05, 
the above hypothesis, H7bo (For the entrepreneurs of Uttar Pradesh the assistance 
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expected from Venture Capitalist do not differ age-wise), is rejected at 95% 
confidence level. 
4. Location of entrepreneur and assistance expected from venture capitalist 
Null hypothesis, Ulco, For the entrepreneurs of Uttar Pradesh the assistance expected 
from venture capitalist does not differ location-wise 
Alternate hypothesis, H7c: For the entrepreneurs of Uttar Pradesh the assistance 
expected from venture capitalist differs location-wise 
ANOVA has been performed to ascertain whether differences are there in the 
assistance expected from venture capital with regards to their location. The results of 
test are shown in the table below. 
Table 5.59 ANOVA: Location of entrepreneur and assistance from Venture 
Capital 
ANOVA 
F Si^ ^ 
V C Location and Assisance 0 . 6 0 9 0 . 7 2 3 
The test gives F=0.609 and p=0.723. As p>0.05, Null hypothesis, H7co (For the 
entrepreneurs of Uttar Pradesh the assistance expected from venture capitalist does 
not differ location-wise) stands vindicated. Therefore there is no difference in the 
assistance expected from venture capitalist by entrepreneurs of different districts in 
Uttar Pradesh. 
5. Gender and assistance from venture capitalist 
Null hypothesis, H7do: For the entrepreneurs of Uttar Pradesh the assistance expected 
from venture capitalist does not differ gender-wise 
Alternate hypothesis, H7d. For the entrepreneurs of Uttar Pradesh the assistance 
expected from venture capitalist differs gender-wise. 
203 
ANOVA has been performed to ascertain whether differences are there in the 
assistance expected from venture capital with regards to their gender. The results of 
test are shown in the table below. 
Table 5.60 ANOVA: Gender of entrepreneur and assistance from Venture 
Capital 
ANOVA 
F Si^! 
V t^ Gender and Assistance 0 6 7 2 0 4 1 3 
The test gives F=0.672 and p=0.413. As p >0.05, the null hypothesis, H7do (For the 
entrepreneurs of Uttar Pradesh the assistance expected from Venture Capitalist does 
not differ gender-wise) stands vindicated. Therefore there is no gender-wise 
difference in the assistance expected from venture capitalist by entrepreneurs Uttar 
Pradesh. 
Comparison with previous studies 
The literature review section 3.2 discusses the assistance provided by venture capital 
firms. This study is in line with previous studies as it finds that venture capitalist apart 
from just financing can also add value to a venture by providing a number of benefits. 
Hsu (2002) studied the price entrepreneurs are willing to pay to be associated with 
reputable venture capitalist. In his sample of 149 start-ups, he showed that high 
investor experience is associated with 15 percent discount in the relative firm 
valuation. The reason cited by him for the discount is the help other than financing 
which entrepreneurs expect from venture capitalist. 
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Chapter 6 
Conclusions and Recommendations 
In the present chapter conclusions of the study are drawn and effort is made to make 
meaningful recommendation for the problems and prospects of venture capital in Uttar 
Pradesh. This chapter is divided into 4 sections, which are as follows: 
6.1 Findings and conclusions 
6.2 Recommendation 
6.3 Limitation 
6.4 Direction for future research 
6.1 Findings and Conclusions 
Based on the analysis of data from the two questionnaires one for the venture capitalist 
and entrepreneurs the following findings and conclusions have presented. 
6.1.1 Evaluation criteria 
Prior researches on venture capitalist investment criteria (Tyebjee & Bruno, 1984; 
MacMillan et al., 1985; 1987; Fried & Hisrich, 1994; Muzyka et al., 1996) identified a 
number of investment criteria. This research tried to find out the importance of the 
various evaluation criteria for venture capitalist in India and how far investments 
proposals from Uttar Pradesh are able to fulfill these evaluation criteria. The criteria used 
by venture capitalist in evaluating an investment proposal were classified under five 
different heads, which were as follows: characteristics of entrepreneurship, characteristics 
of target market, characteristics of products and services, features of deal and features of 
region. The findings for each of the above evaluation criteria along with the conclusions 
are as follows: 
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6.1.1.1 Characteristics of entrepreneurship 
Venture capitalists were asked to rate the following features of entrepreneurs; Leadership 
Qualities, Integrity and Commitment, Commercial Orientation, Technical Expertise, 
Financial Expertise, Knowledge of Market and Ability to handle a Team. 
All the above features of entrepreneurship have been rated as important by venture 
capitalist. For Uttar Pradesh, the presence of technical expertise of entrepreneurs was 
rated high while the long-term vision of its entrepreneur was rated low by the Venture 
capitalists. 
The statistical tests show that apart from the long-term vision of entrepreneurs in Uttar 
Pradesh all the above features of entrepreneurs are as per the requirement of venture 
capitalist. From the test of the individual attributes of the characteristics of entrepreneurs 
in Uttar Pradesh we can conclude that entrepreneurs in Uttar Pradesh lack long-term 
vision but posses sound technical skills. 
Also statistical test shows that the overall difference in the features of entrepreneurs as 
desired by venture capitalist and as present in investment proposals from Uttar Pradesh is 
not significance enough. 
6.1.1.2 Characteristics of products and services 
Venture capitalists were asked to rate the following features of products and services in 
the investment proposals from Uttar Pradesh: Uniqueness, Existence of prototype, 
Existence of patent and Superiority over the existing products. In the features of product 
and services the Uniqueness and Existence of prototype were rated as important by the 
venture capitalists. All the above features of products and services were rated as present 
in investment proposals from Uttar Pradesh by the venture capitalists. 
Statistical tests of the individual features of product and services in proposals from Uttar 
Pradesh show that the uniqueness of product is not as per the expectations of venture 
capitalist but the overall difference between the features of product and services required 
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by venture capitalist and features of product and services present in proposals from Uttar 
Pradesh is not significance enough. 
6.1.1.3 Characteristics of target market 
Venture capitalists were asked to rate the following features of target market in the 
investment proposals from Uttar Pradesh: Market size, Market growth rate and 
Competition. 
The above features of target market were rated as important by Venture capitalists. All 
the above features of the features of target market were rated as present in investment 
proposals from Uttar Pradesh. 
Statistical test show that all the individual features of target market are as per the 
requirement of venture capitalist. Also on an overall basis, features of target market in 
proposals from Uttar Pradesh are per the requirement of venture capitalist. 
6.1.1.4 Features of deal 
Venture capitalist were asked to rate the following features of deals in the investment 
proposals from Uttar Pradesh: Percentage share of equity (ownership) offered to venture 
capitalist. Price of equity being offered to venture capitalist. Risk, Returns, Willingness 
of other venture capitalist to participate. Provisions in contracts to mitigate conflict with 
the entrepreneurs and Option of exit. 
All the above features of deal except the price of equity offered were rated as important 
by venture capitalists. For investment proposals from Uttar Pradesh the willingness of 
other venture capitalist to participate is rated high while the presence of easy exit was 
rated low. 
Statistical tests show that the all features of deal in investment proposal from Uttar 
Pradesh except the level of risk and the option of exit are as per the expectations of 
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venture capitalists. Statistical test also show that on an overall basis the deal is as per the 
requirement of venture capitalists. 
6.1.1.5 Features of region 
Venture Capitalists were asked to rate the following regional features of Uttar Pradesh: 
Distance from office of Venture capitalist. Clarity in the rules and regulations. Stability in 
policies. Infrastructure facilities. Availability of trained manpower and Law and order 
situation. 
All the above features were rated as important by venture capitalist. For Uttar Pradesh the 
presences of regional features were rated low. 
Statistical test were performed which showed that none of the above regional features are 
as per the expectations of venture capitalists. Also, statistical test show that the overall 
regional features are not as per the expectation of venture capitalist. 
In view of the findings of the above criteria we can conclude that venture capitalists find 
investment proposals from Uttar Pradesh attractive enough in terms of the Characteristics 
of entrepreneurs, Characteristics of products and services, Characteristics of target 
market. Features of deal, but venture capitalists are not satisfied by the regional features 
of Uttar Pradesh. 
6.1.2 Role of venture capital in development 
Venture capital has played an important role in economic and industrial development in 
many countries. This study tries to find if venture capitalists can play a similar role in 
Uttar Pradesh. Venture capitalists were asked to rate how they can help in economic and 
industrial development of Uttar Pradesh. 
6.1.2.1 Economic development 
Venture capitalists were asked to rate the importance of the following role which can be 
played by them in economic development: Spurring innovation. Boosting 
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entrepreneurship, Helping in identify areas where Uttar Pradesh has competitive 
advantages, Generating employment. Attracting investments from other sources, 
improving brand image of Uttar Pradesh, Providing their expertise in policy formulation 
and Creating a trust amongst entrepreneurs to invest in Uttar Pradesh. The All the above 
were rated as important by venture capitalists. Statistical test on the above features of 
economic development show that venture capital can play a role in economic 
development. 
On the basis of the responses from the venture capitalists it is concluded that venture 
capitalists can help in economic development of Uttar Pradesh 
6.1.2.2 Industrial development 
Venture capitalists were asked to rate the importance of the following role which can be 
played by them in the industrial development of Uttar Pradesh: Making industrial unit 
more competitive, Better evaluation of projects. Providing Strategic advice. Providing 
managerial advice. Expanding the marketing networks, Better management of financial 
resources. Instilling better governances and By helping in manpower recruitment and 
training. The All the above were rated as important by venture capitalists. Statistical test 
on the above features of industrial development show that venture capital can play a role 
in industrial development. 
On the basis of the responses from the venture capitalists it is concluded that venture 
capitalists can help in industrial development of Uttar Pradesh. 
6.1.3 Role of Government 
In view of the role that governments in many parts of the world have played in promotion 
of venture capital, this study tries to find the role of government in promoting venture 
capital in Uttar Pradesh. Venture capitalists were asked the importance of the various 
steps which can be undertaken by the government to promote venture capital in state of 
Uttar Pradesh. Venture capitalist were asked to rate the following ways through which 
government can help in promoting venture capital in Uttar Pradesh: Improving 
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infrastructure, Helping venture capital funding through incubation organizations, 
Improving labor issues. Faster clearance of investment proposals. Simplification of 
Regulatory and legal issues, Through tax concessions, By establishing state dedicated 
venture capital fimds, By establishing special cell to oversee venture capital, better 
clarification of the policies and procedures and Ensuring more stability in policies and 
procedures. All the above steps that can be taken by government were rated as important 
by venture capitalist. Statistical test on the above features show that government can 
promote venture capital in Uttar Pradesh. 
On the basis of responses from the venture capitalist it is concluded that government can 
help in promotion of venture capital. 
6.1.4 Effect of Syndication on venture capital funding 
In spite of the stream of previous theoretical and empirical research on the reasons to 
syndicate venture capital investments, knowledge of the how syndication can promote 
venture capital firm is still thin. In this research, it is examined if syndication can also 
effect the investments of venture capital firms in the state of Uttar Pradesh. Venture 
capitaUst were asked to rate the following advantages of syndication in the state of Uttar 
Pradesh; Better evaluation of venture. Sharing of risk and returns, Better management of 
venture and Giving a signal that the venture is good. All the above benefits of 
syndications were rated as important by venture capitalist. Statistical test on the above 
benefits of syndication show syndication will also help promote venture capital in Uttar 
Pradesh. 
It is concluded that syndication can provide a number of benefits for venture capital firms 
6.1.5. Problems faced in raising capital 
Research on problems faced by entrepreneur in raising capital were first identified by the 
Macmillan report in 1931 and subsequently many researchers have shown that the two 
most common methods of raising funds are equity and debt and entrepreneur especially 
with new and innovative proposal face difficulty in raising funds and. 
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Problems faced in raising equity capital-
Entrepreneurs were asked to rate the following problems faced in raising equity capital; 
Insufficient funds. Lack of trust, High cost of funds, Time consuming process. 
Requirement of guarantee. Excessive paper work, Requirement of reference and Low 
chances of success in obtaining finance. The findings show that entrepreneurs face a 
number of problems in raising equity capital. Out of the above problems, entrepreneurs in 
Uttar Pradesh face maximum problems in convincing the providers of capital. Statistical 
test on the above featiires show that entrepreneurs face problems in raising equity capital 
due to the above features. Statistical tests also showed that the problem faced in raising 
equity capital does not differ age-wise, location-wise and gender-wise. 
Based on the responses from the entrepreneurs it is concluded that entrepreneurs in Uttar 
Pradesh face problems in raising equity capital irrespective of their age, location and 
gender. 
Problems faced in raising debt capital 
Entrepreneurs were asked to rate the following problems faced in raising debt capital; 
Insufficient funds. Lack of trust. High cost of funds, Time consuming process. 
Requirement of collateral. Excessive paper work, Requirement of reference and Low 
chances of success in obtaining finance. Responses from the entrepreneurs show that they 
face a number of problems in raising debt capital. Out of the above problems, 
entrepreneurs in Uttar Pradesh face maximum problems in providing collateral/guarantee 
while raising debt capital. Statistical test on the above features show that entrepreneurs 
face problems in raising debt capital due to the above features. Also the problem faced in 
raising debt capital does not differ age-wise, location-wise and gender-wise. 
Based on the response to the above features it is concluded that entrepreneurs in Uttar 
Pradesh face problems in raising debt capital and those entrepreneurs in Uttar Pradesh 
face no significant difference between problems in raising equity capital and problems 
raising in debt capital. It is also concluded that problems are faced in raising debt capital 
irrespective of the age, location and gender of the entrepreneur. 
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6.1.6. Problems of Venture Capital 
Venture capital is generally considered as a synonym of high risk capital as it provides 
funds for new and starts up ventures. Due to the high risk and informational uncertainties 
associated with such ventures, venture capitalists demand ownership of business, control 
over the business decisions and more compensation. In view of the above features of 
venture capital financing, entrepreneurs face a number of problems in venture capitaUsts 
financing. 
Many entrepreneurs were not even aware of the venture capital funding. Those 
entrepreneurs who were aware rated the following problems faced in venture capital 
funding. Venture capitalist; are unapproachable, are costly source of raising capital, 
interfere in business decisions, finance only high technology firms, ask for business 
plans, fund large business, take a long time in negotiations and are very selective in 
financing thus there is low chances of obtaining finance. The responses show that 
entrepreneurs face problems in all the above features. Out of the above, entrepreneurs in 
Uttar Pradesh face maximum problems in disclosing their business plans to venture 
capitalist. Statistical test on the above features show that entrepreneurs face problems in 
raising venture capital due to the above features. Also the problem faced in raising 
venture capital does not differ age-wise, location-wise and gender-wise. 
Based on the responses from the entrepreneurs it is concluded that entrepreneurs in Uttar 
Pradesh face problems in raising venture capital irrespective of their age, location and 
gender. 
6.1.7. Expectation from Venture Capitalist 
Entrepreneurs rated the importance of the following types of assistance that can be 
provided by capitalists, venture capitalist can help in- strategic planning, marketing of 
products/services, providing technology, raising finance from other sources, operations, 
manpower recruitment and training and improving corporate governance. Responses 
from the entrepreneurs show that they expect assistance related to most of the above areas 
from venture capitalist. Out of the above feature the highest rating was for the financial 
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assistance that can be provided by a venture capitalist. On the other hand entrepreneurs 
rated the technical assistance, operational assistance and assistance in improving the 
corporate governance as low. Statistical test on the above features show that 
entrepreneurs give importance to the above assistance from venture capitalist. Also the 
assistance expected from venture capitalist differs age-wise but does not differ location-
wise and gender-wise. 
On the basis of which it is concluded that, entrepreneurs give more importance to the 
financial assistance that can be provided by venture capitalists. It is also concluded that 
irrespective of their location and gender entrepreneur expect assistance from venture 
capitalists. 
6.1.8. Area and stages of venture capital investments in Uttar Pradesh. 
Venture capitalists prefer to finance ventures related to certain specific sectors. In this 
study venture capitalist were asked in which sectors they would prefer to invest in Uttar 
Pradesh. The choices of sectors were as follows, Software, Hardware, 
Telecommunication, Biotechnology, Media/Entertainment and Real Estate. For venture 
capitalist Software, Hardware and Biotechnology were the top three areas of interest in 
the state of Uttar Pradesh. 
There are a number of stages in venture capital financing. Venture capitalists were asked 
about their preferred stages for investment in Uttar Pradesh. The choice of stages were as 
follows Seed financing. Start up financing. Early stage/Growth financing, 
Development/expansion financing, Me2zanine financing and Management Buy in/ Buy 
out. For venture capitalist Early Stage/Growth, Development /Expansion and Start-up 
were the top three areas of interest in the state of Uttar Pradesh. 
6.2 Recommendation 
This research set out to study the problems and prospects of venture capitalists in the 
state of Uttar Pradesh. Based on the findings and conclusions the recommendations have 
been given with an aim to overcome the problems faced in venture capital and exploit the 
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potential of venture capital funding. The recommendations are classified under three 
heads: recommendations to government of Uttar Pradesh, recommendation to 
entrepreneurs and finally recommendation to venture capitalist. 
6.2.1 Recommendations for government of Uttar Pradesh 
An interesting finding highlighted by the study of Jeng & Wells (2000) is that 
government policies can have a dramatic impact on the current and long-term viability of 
the venture capital sector. The findings of this study also show that government can play 
a role in promotion of venture capital. In order increase the prospects of venture capital in 
the state; the following are the recommendations to the government of Uttar Pradesh 
1. Provide better infrastructure- Infrastructure facilities were rated as low by the 
venture capitalist and should be improved. 
2. Establish incubators- Apart from the three existing incubation organization at 
Kanpur, Lucknow and Noida government should set up more incubation centers. 
3. Improve manpower availability - As investments of venture capitalist are in new 
and emerging areas they may face a shortage of manpower. Government should 
undertake policies to ensure the availability of manpower. 
4. Faster clearance of investment proposals and more transparency and stability in 
the policies - In a competitive environment, good governance is an important pre-
requisite for attracting investment. The government of Uttar Pradesh can provide 
good governance by clarifying the rules and regulations and by providing stability 
in policies related to investment in various industries. The government should 
implement mechanisms to enable faster clearance of investment proposals. These 
above steps if taken by the government will enable the venture capitalists to take a 
more informed and confident decision while investing in Uttar Pradesh. 
5. Provide Tax concessions- In view of their role in promoting entrepreneurship, 
employment generation and contribution to the overall economic development of 
a region the government can provide monetary incentives in the form of cheap 
land and tax concession to investment proposals financed by venture capitalists. 
6. Establish state dedicated venture capital funds - it was proposed in the industrial 
policy of UP-2004 that there should be a state sponsored venture capital fund 
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dedicated to financing investment proposals from Uttar Pradesh. Government 
should implement it and provide for a state dedicated venture capital fund in Uttar 
Pradesh, The state dedicated venture capital fund will focus only on the state of 
Uttar Pradesh. This will improve the prospects of venture capital financing in the 
state of Uttar Pradesh. 
7. Establish special cell to oversee venture capital investment in Uttar Pradesh -
Venture capital actively assists and monitors the business financed by them, the 
approach of venture capital is not limited to one time investing. A special cell can 
be formed to look into the bureaucratic and implemental problems faced by 
venture capitalist. Through such actions the govenmient can convey that it is 
ready to provide help to venture capitalist. Venture capitalist will gain confidence 
and may be ready to fund more proposals from Uttar Pradesh. 
8. Improve the regulatory and legal envirormient -The government of Uttar Pradesh 
should ensure a favorable law and order to prevent and resolve disputes. 
9. Persuade venture capitalist to open offices in Uttar Pradesh - A survey of venture 
capitalists by Gorman & Sahlman (1989) found that lead venture capitalists visit 
their portfolio companies an average of 18.7 times per year. Most of the venture 
capitalists are located in Mumbai and Bangalore. As the distances of these 
locations are far from Uttar Pradesh, venture capitalists may avoid investments in 
Uttar Pradesh. The government can persuade the venture capitalists to open their 
branch/regional offices in Uttar Pradesh. If venture capitalist open their offices in 
Uttar Pradesh they may fund more investments from Uttar Pradesh and this can 
improve the prospects of venture capital financing in Uttar Pradesh 
10. Exit options to small business- while evaluating investment proposals venture 
capitalists have highlighted that it is difficult to exit (liquidate) investments made 
in Uttar Pradesh. The government of Uttar Pradesh should try to workout how this 
problem can be taken care of 
6.2.2 Recommendations for Entrepreneurs of Uttar Pradesh 
Venture capital has developed as an important intermediary in financial markets; they are 
providing capital to firms that might otherwise have difficulty-attracting financing. 
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Venture capital usually finances firms that firms are small and young plagued by high 
levels of uncertainty and have large differences between what entrepreneurs and investors 
know. Moreover, these firms typically possess few tangible assets and operate in markets 
that change very rapidly. Venture capital finances these high-risk, potentially high-reward 
projects. Venture capital does so by purchasing equity or equity-linked stakes while the 
firms are still privately held. 
The problem is that many of the determinants of future value are unobservable to the 
venture capitalists. Entrepreneurs should therefore try to understand the viewpoint of 
venture capitalists and understand the cause of the problems in venture capitalists, this 
understanding help them in overcoming the problems they face in venture capital 
funding. 
Given below are certain recommendations to the problems faced by entrepreneurs in 
raising venture capital funds. 
1. Venture capitalists are unapproachable- As per this study and previous studies, 
venture capitalist use formal and informal mechanism to check the credibility of 
their investment. Venture capitalist thus adopts a referral system for identifying 
new investment opportunities. Entrepreneurs should try to approach venture 
capitalists through some references. 
2. Venture capital is a costly source of raising capital -Venture capital financing 
differs from traditional methods of raising funds such as equity and debt. Venture 
capitalist demands a higher cost for funds as they undertake a substantially higher 
risk. Entrepreneurs should evaluate the cost of venture capital funding with due 
consideration of the risk undertaken by a venture capitalists and also acknowledge 
that Venture capitalist are not only providing the funds but they can also add 
value to the venture by their hand holding approach. To sum up venture capitaUsts 
not only provides funds but also monitors and advises an entrepreneur, in lieu of 
which venture capitalists demand a iiigher compensation. Thus, while evaluating 
the cost of venture capital, entrepreneurs must consider the additional benefits and 
risk borne by the venture capitalist. Studies on venture capital such as Hsu (2000) 
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have shown that entrepreneurs are ready to bear extra cost of venture capital in 
view of other than financing help provided by venture capitalist. 
3. Lack of control on business decision as venture capitalist interferes in business 
decisions - A venture capitalists engages in information collection and monitoring 
once the project is under way. Venture capitalist interferes in business decision 
with an aim to make the venture successful. A successful venture will provide 
benefits to both the venture capitalists and entrepreneur. There are number of 
aspects related the financial, technical, marketing, manpower and operations and 
it is not necessary that entrepreneur may be able handle all these on their own. 
Thus entrepreneur should take the help of venture capitalists in business 
decisions, using their expertise so that the venture has better chances of being 
successful. 
4. Confidentiality is lost, as business plans have to be to the disclosed venture 
capitalist -Venture capitalist do not ask for collateral but invest depending on the 
ftiture potential, thus it becomes necessary for them to get a complete knowledge 
on the entrepreneurs venture by looking at the business plan. As detailed in the 
literature review there can be a conflict of interest between agent (entrepreneur) 
and a principal (Venture Capitalist). Theory has identified a number of ways that 
the investor/principal can mitigate these conflicts. One of them being that an 
investor can engage in information collection before deciding whether to invest, 
in order to screen out unprofitable projects and bad entrepreneurs. Keeping in 
mind the perspective of venture capitalist, entrepreneurs should discuss the 
business plans freely with venture capitalist in order to convince and gain advice 
and finance from the venture capitalists. 
5. Funds requirement for new venture are too small for venture capital funding-
Venture capitalist provide funding along with monitoring of proposals. For 
monitoring, venture capitalists have to spend managerial time and talent to 
oversee the proposals. Thus venture capitalists have made a certain threshold-
funding limit, which makes it viable for them to finance and oversee the 
investments. If the fimd requirement of entrepreneurs is lesser than the threshold-
limit of venture capitalist, the entrepreneur can approach micro venture capital 
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funds such as Aavishkaar India micro venture capital fund. This fund provides 
micro-equity funding between Rs. 10 lacs to Rs. 2 Crores (approximately USD 
$20 thousand to USD $500 thousand) along with operational and strategic support 
to commercially viable companies. 
6. Negotiations with venture capitalist are time consuming - As discussed in the 
literature review and results, evaluation of the proposal is done by a venture 
capitalist from a number of viewpoints. Before the closing of the investment and 
the design of the financial contracts, the venture capitalists spend a significant 
amoimt of time and effort evaluating and screening the investment opportunity. 
As this takes time entrepreneurs should appreciate the reasons for delay in 
financing. 
7. Chances of obtaining finance from Venture Capital are low- Venture capital 
cannot finance all proposals, which they receive from the entrepreneurs. 
Historically only 1 in 100 of those firms that submit business plans to venture 
organizations have been funded (Fenn, Liang & Prowse, 1995). Venture capitalist 
provides funds to proposals, which are in their area of interest and meet their 
investment criteria. Entrepreneurs can increase their chances of receiving venture 
capital funds by the following: 
i. Venture capitalists have their preferences to fund proposals based 
on the stage of investment and areas of their interest. Entrepreneurs 
should approach the venture capitalists considering the area of 
interest of venture capitalists and the stage of their business. This 
will increase the chances of obtaining finance from venture 
capitalists, 
ii. The findings of this study have identified the importance of the 
various features from the perspective of venture capitalist. 
Entrepreneurs should ensure that their proposal fulfills the 
investment criteria of venture capitalist. 
Entrepreneurs should realize that convincing any external resource providers to provide 
financial capital might be challenging particularly for entrepreneurs without an 
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established reputation. As for any investment to be realized, the investor needs to 
somehow assess and validate the viability of a venture. In other words, he has to 
somehow find out the current and future value of the venture that is built on of 
technology, knowledge, entrepreneurial team, business model and so on. The ultimate 
goal for the investor is to be able to make a distinction between the low-productive and 
high-productive ventures, out of the total deal flow he confronts. 
6.2.3 Recommendations for venture capitalist 
In order to improve the prospects of venture capital in Uttar Pradesh the following are 
recommended to the venture capitalist: 
1) Venture capital should syndicate investments- As per the literature review, 
subsequent findings and conclusion of this study; syndication provides a number 
of benefits to venture capital investments. For example 
i. Better evaluation of venture- Evaluation of an investment proposal by 
more than one venture capitalist may lead to better evaluation, as it would 
be more thoroughly evaluated. Better evaluation will increase the 
probability to select better proposals for funding, 
ii. Sharing of risk - If more than one venture capitalist is participating in a 
venture, the risk can be jointly shared. As per the findings of this study, 
venture capitalists perceive investment proposals from Uttar Pradesh as 
being risky. By syndication venture capitalist can reduce the risk and 
therefore more investment proposals from Uttar Pradesh can be financed, 
iii. Better management of venture- The potential value-adding activities of a 
venture capitalist include, for example, monitoring financial and 
operational performance, recruitment of management, arranging financing 
from complementary sources, serving as a sounding board to the 
entrepreneurial team, arranging incentive plans, providing access to 
auditors, lawyers and investment banks, and setting company policies. 
Participation of more than one venture capitalist may provide more 
expertise, which can further improve the capabilities to add value to a 
venture. 
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iv. Provides signals that the venture is good- Signaling refers to activities, by 
which the effects of informational asymmetries can be reduced. 
Investment a by syndicate of venture capitalists may convey that as the 
proposal has been apprised and passed by more than one venture 
capitalists the quality of proposal is good. 
As syndication is beneficial for of venture capital investments it can be used for 
funding investment proposal from Uttar Pradesh. 
2) Open offices in Uttar Pradesh- As of now venture capitalists are concentrated in 
Mumbai and Bangalore, which are far from Uttar Pradesh. In fact not only Uttar 
Pradesh but also the entire eastern part of India does not have any venture 
capitalists. If venture capitalists consider opening offices in Uttar Pradesh it may 
help them in not only financing and monitoring projects in Uttar Pradesh but aid 
in their operation throughout eastern India. 
3) Educate entrepreneurs on the concept of venture capital and problems faced - For 
most entrepreneurs; venture capital remains an untried finance. As per this study 
many entrepreneurs are not even aware of venture capital fiinding. Mostly 
entrepreneurs are used to the traditional sources of funding such as equity and 
debt, so they need to be familiarized with venture capital. This will help 
entrepreneurs to appreciate the nuances of venture capital and may lead to more 
understanding with the venture capitalists. This will build trust and more 
proposals from Uttar Pradesh would be financed. 
4) Reduce their minimum funding size per deal - The average size of venture capital 
investment in the year 2006 was $7mn Rs 35 crores (IVCA, 2006). This is beyond 
the requirement of most entrepreneurs. To in order to entertain more proposals 
from Uttar Pradesh venture capitalist should decrease their funding size. By doing 
so more proposals from Uttar Pradesh could be financed. 
5) Fund more investment proposals - As per findings of our study for venture 
capitalist Software, Hardware and Biotechnology were the top three areas of 
interest in the state of Uttar Pradesh. There can be opportunities to finance 
investment proposals related to the above areas as Uttar Pradesh has number of 
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reputed scientific and industrial research institutes such as which are carrying out 
research in areas such as information technology, biotechnology, pharmaceuticals 
and drugs, agriculture and food processing. These areas have been identified as 
having a high potential of fostering future growth. The prospects of venture 
capital to finance scientific and knowledge-based ideas have been highlighted in a 
number of studies (Chandrasekhar Committee, 2000). Venture capitalist can 
finance new innovations from the research institutes of Uttar Pradesh and aid in 
the economic development of Uttar Pradesh. 
6.3 Limitations of the study 
This study on the problems and prospects of Venture Capital in Uttar Pradesh has a 
number of limitations, which can be stated as follows: 
1) This study is based on the perception of venture capitalist and entrepreneurs. 
Empirical findings related to the problems and prospects of venture capital 
might differ from the perception. 
2) As no previous studies exist for Uttar Pradesh, this study uses the criteria and 
issues highlighted in previous studies conducted for different parts of the world. 
It may be noted that studies have pointed out that evaluation criteria and issues 
in venture capital are region specific, they vary from place to place. This 
implies that criteria and issues studied are general and not specific to the state 
of Uttar Pradesh. 
3) This study relies on information reported by venture capitalist. Several scholars 
(Sandberg et al., 1986; Hall, 1989;Hall, H. J. & Hofer, C. W., 1993) have 
criticized studies based on venture capitalists' self reports. They have stated 
that ventvire capitalist understate the important criteria and overstate the less 
important criteria. As per this limitation the responses from Venture Capitalist 
cannot be considered as accurate. 
4) Another limitation of this thesis is that venture capitalist are not rational 
decision makers (Sahlman & Stevenson, 1985) they may suffer from 
preconceived notions, which may have affected their responses in this study. 
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5) Perception of venture capitalist pertaining to the economic growth might differ 
from the empirical findings. But even with empirical research assessing the 
economic impact of venture capital becomes quite difficult, because in terms of 
capital investment it is only a minute portion of the total economy. It is possible 
that the firms the venture capitalists backed would have come into existence 
even without venture capital funding, as the entrepreneurs might have funded 
the firm from other sources (Kenney, et.al, 2002). 
6) Venture capitalists have stated how Uttar Pradesh government can promote 
venture funding in the state of Uttar Pradesh. But the state government cannot 
undertake all such decision without the support of central government. 
7) Venture Capital as a source of finance for entrepreneurs is yet to gain 
popularity in Uttar Pradesh. Entrepreneurs would be able to appreciate the 
nuances of venture capital and provide more accurate information only after 
they get more accustomed to such type of funding. Also as venture capital in 
Uttar Pradesh is in nascent stage, it will take some time before venture 
capitalist get more familiar with Uttar Pradesh and take more informed 
decisions. 
8) Venture capital funding adopts a hand -holding approach, as venture capital 
apart from providing funds also assists entrepreneurs in numerous ways. Once 
venture capital funding takes-off in Uttar Pradesh the issues involved in the 
actual financing and implementation of venture capital will become clearer. 
9) Prospects of venture capital are not only influenced by the local conditions of a 
particular region (state), they to a large extent depend on the general market for 
new product and securities. Numerous studies have shown that the general 
equity market conditions have an impact on venture capital financing. Jeng & 
Wells (2000) studied venture capital fund raising in twenty-one countries and 
found that the strength of the IPO market to be an important factor in deciding 
venture capital commitments. Thus prospects of venture capital in Uttar 
Pradesh would also depend on the general investment climate prevailing in 
India and the World over. 
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10) This study uses survey method to collect data from a sample. Survey method 
has the following limitations: 
i) The time and cost factor restricts the size of sample. A small sample 
may not represent the population correctly, 
ii) Bias may occur if the sample selected for study is not really 
representative of the population. 
6.4 Directions for Future research 
The present research tries to find the problems and prospects of Venture Capital in the 
state of Uttar Pradesh. The following are some of the further studies that can be carried 
out on venture capital. 
1) Venture Capital is a new concept for Uttar Pradesh so the problems and prospects 
of venture capital will evolve and change over a period of time. Thus further 
studies can be undertaken to gain deeper insights. Once Venture Capital funding 
becomes more popular in Uttar Pradesh, a much clear picture on the problems and 
prospects will emerge, which can be studied in future researches. 
2) This study finds the problems and prospects for Venture Capital in Uttar Pradesh, 
without focusing on one particular sector or industry. Further studies can be 
conducted having a sector specific focus, which may provide deeper insights. 
3) This study finds the prospects of Venture Capital in general irrespective of the 
funding stage. Further studies can be conducted stage-wise for venture capital 
Funding. 
4) Many other issues related to venture capital, which have been discussed in 
literature review chapter 3, can be studied in future research. For example further 
studies can be carried out on the following issues in venture capital funding, 
staging investments, asymmetric information, signaling, agency cost, contracting, 
valuation, returns, risk, controlling and corporate governance. 
5) This study is based on the perspectives of venture capitalist and entrepreneurs as 
related to the problems and prospects of venture capital in the state of Uttar 
Pradesh. Empirical research can be carried out to gain further insights into the 
research topic. 
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6) Problems and prospects of venture capital can be studied for other states as well. 
After which a comparison can also be done between Uttar Pradesh and the other 
states. This will give an insight into the variations (if any), region-wise in the 
importance of the evaluation criteria and issues in venture capital financing. 
7) Studies can be conducted on the data obtained from the companies funded by 
venture capital in Uttar Pradesh. For such many issues such as corporate 
governance, IPO pricing, employment generation, grov^ rate can be studied. 
Also a comparison between venture capital backed companies and non-venture 
capital backed companies can be done in terms of the above-mentioned issues. 
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ANNEXURES 
Annexure 1 Covering letter and questionnaire for venture capitalist 
Annexure II Questionnaire for entrepreneurs 
Annexure III Details of IVCA and IIA 
Dear Sir 
I am undertaking a new research project with the goal of evaluating the problems faced 
by entrepreneurs in obtaining finance and how venture capitalist select potential investors 
to fund and help commercialize innovative technologies in the state of Uttar Pradesh. 
This survey consists of two questionnaires one for the entrepreneur and the second one 
for venture capitalist. Enclosed is a questionnaire for survey that we are administering to 
the venture capitalist that have processed/evaluated/funded investment proposals from 
Uttar Pradesh. We assume that you being a senior executive of the company are familiar 
with the venture evaluation criteria of your company. 
We will be happy to share the completed analysis with you. Participation in this study is 
entirely voluntary and you may decline to answer any questions. The information you 
provide will be kept strictly confidential, and findings will be reported in the aggregate 
and without attribution. Please return the enclosed questionnaire to and queries if any to 
the email /mail address given below. 
Thank you for your participation! 
Regards 
Ahmar Uddin 
Assistant Professor 
Institute of Productivity and Management 
Vikas Khand-1, Gomti Nagar 
LUCKNOW-226018, Uttar Pradesh 
ahmaruddin(a),sifv.com (09415066672) 
Questionnaire for Venture Capitalist 
Survey on Problems and Prospects of Venture Capital in Uttar Pradesh 
Thank you for taking the estimated 8-10 minutes to complete this Questionnaire. We 
promise strict confidentiality concerning your responses. Please answer each question to 
the best of your ability. If a specific point is particularly proprietary, please feel free to 
skip that point. 
Name and Designation: 
Age of Company in years: 
Funding Range (Rs.): 
0-5 • 6-10 [ ] 11-15 • Above 15 [ ] 
Ql. There are certain issues, which are considered while deciding on venture capital 
investments, some of which are given below. Kindly rate their importance (1-Not 
Important, 2-Slightly Important, 3-Important, 4-Quite Important, 5-Very Important). 
Ch aracteristics of Entrepreneurs 
Leadership qualities 
Integrity and commitment 
Long term vision 
Commercial orientation 
Technical expertise 
Financial expertise 
Knowledge of market 
Ability to handle a team 
Characteristics of the Product/Services 
Uniqueness (Different from existing 
Existence of Prototype 
Existence of patent 
products) ] 
I 2 
[ 2 
I 2 
[ 2 
[ 2 
I 2 
I 2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
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Superior (Better than existing products) 
Characteristics of the Target Market 
Large Size 
High growth rate 
Low competition 
Features of Deal 
Percentage share of equity (ownership) offered to 
Venture capitaUst 
Price of equity being offered to Venture capitalist 
Risk 
Returns 
Whether other venture capitalist are willing to 
participate 
Provision in Contracts to mitigate conflict with 
the entrepreneurs 
Option of exit (ease of liquidation when needed) 
Features of the Region 
Close to the office of Venture capitalist 
Clarity in the rules and regulations 
Stability in policies 
Infrastructure facilities to support the project 
Availability of trained manpower 
Conducive law and order to prevent and 
resolve disputes 
2 3 4 5 
2 3 4 5 
2 3 4 5 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
Q2. How would you rate the presence of the following features in investment proposals 
from Uttar Pradesh on a scale of 1-5? (1-Not at all present, 2-Slighltly present, 3-
Present, 4-Very much present, 5-Always present) 
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Characteristics of Entrepreneurs 
Leadership qualities 
Integrity and commitment 
Long term vision 
Commercial orientation 
Technical expertise 
Financial expertise 
Knowledge of market 
Ability to handle a team 
Characteristics of the Product/Services 
Uniqueness (Different from existing products) 
Existence of prototype 
Existence of patent 
Superior (Better than existing product) 
Characteristics of the Target Market 
Large Size 
High growth rate ] 
Low competition 
Features of Deal 
High percentage share of equity (ownership) is 
offered to Venture capitalist 
Low price of equity is offered to Venture 
capitalist 
Low risk ] 
High returns ] 
Acceptance of other Venture Capitalist to ] 
participate 
Provision in contracts to mitigate conflict with 1 
the entrepreneurs 
Option of exit (Ease of liquidation when needed) 1 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
I 2 
I 2 
I 2 
I 2 
I 2 
I 2 
2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
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Features of the Region 
Close to office of Venture capitalist 
Clarity in the rules and regulations 
Stability in policies 
Infrastructure facilities to support the project 
Availability of trained manpower 
Conducive law and order to prevent and 
resolve disputes 
2 3 4 5 
2 3 4 5 
2 3 4 5 
2 3 4 5 
2 3 4 5 
2 3 4 5 
Q3. Can venture capital help in the economic development of Uttar Pradesh? 
• No 
I I Yes, if so how (1-Strongly Disagree, 5-Strongly Agree). Venture capital 
can assist by, 
Spurring innovation 
Boosting entrepreneurship 
Identifying areas where Uttar Pradesh has a 
competitive advantage 
Generating employment 
Attracting investments from other sources 
Improving the brand image of Uttar Pradesh 
Advising government to formulate policies 
spurring industrialization 
Creating a trust amongst entrepreneurs from other 
states and foreign countries to invest in Uttar 
Pradesh 
Q4. Can venture capital assist in making industrial unit in Uttar Pradesh more 
competitive? 
• No 
I I Yes, if so how (1-Strongly Disagree, 5-Strongly Agree). Venture capital 
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1 
1 
1 
1 
1 
1 
1 
2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
4 
5 
5 
5 
5 
5 
5 
5 
can assist by, 
Better evaluation of projects 
Providing Strategic advice 
Providing managerial advice 
Expanding marketing networks 
Better management of financial resources 
Instill better governances 
By helping in Manpower recruitment and 
training 
2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
4 
5 
5 
5 
5 
5 
5 
5 
Q5. Can the government of Uttar Pradesh promote Venture Capital Funding in the state? 
' D No 
I I Yes, if so how (1-Not Important, 5-Very Important). Government can 
promote venture capital by. 
Providing better infrastructure 
Establishing incubators 
Improving manpower issues 
Faster clearance of investment proposals 
Simplifying regulatory and legal issues 
Providing tax concessions 
Establishing state dedicated venture capital funds 
Establishing special cell to oversee venture 
capital investment in Uttar Pradesh 
Clarifying the policies and procedures 
Ensuring stability in policies and procedures 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
1 2 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
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Q6. a) Is syndicate structure (An association of venture capitalist jointly contributing 
capital for a specific venture) a better option to invest venture capital funds in 
Uttar Pradesh? 
• No 
I I Yes (proceed to part b) 
b) What is the importance of syndication, kindly rate the following factors as given 
below (1-Not Important, 2-Slightly Important, 3-Important, 4-Quite Important, 
5-Very Important). Syndication can help by. 
Better evaluation of investment proposal 
Sharing of risk 
Sharing of profit/loss 
Better management of venture ] 
Providing signal that the venture is good ] 
I 2 
I 2 
I 2 
[ 2 
[ 2 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
5 
5 
5 
5 
5 
Q7. a) What are the various areas of interest for a venture capitahst in Uttar Pradesh? 
N 
Software 
Hardware 
Telecommunication 
Biotechnology 
Media/Entertainment 
Real Estate 
Any other (Please Specify) 
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b) Out of the above areas, which is your most preferred area for venture capital financing 
in the state of Uttar Pradesh? 
Q8. There are various types/stages of venture capitalist financing. Which of these would you 
consider for Uttar Pradesh? 
N 
Seed financing 
Start up financing 
Early stage/growth financing 
Development/expansion financing 
Mezzanine financing 
Management Buy in/ Buy out 
THANK YOU 
If you would like a copy of the survey results or if you want to discuss the survey, please 
call or mail to Ahmar Uddin (09415066672 or ahmaruddin@sify.coin) 
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Q2. Have you ever faced a problem in raising capital for a new business? I'^m anwt cpyifr 
^ oiJiMK c^ foT^ ^ ; jcf j^ ^ 7 ^ ^ cfff^ -M I^-WI 3TT^  
• No/^ 
[~~| Yes (proceed to part a and b) / ?f (a & b) ^ ar^ qrePT ^ ) 
a) Rate the problems you have faced in raising equity capital (Self and Individuals 
sources), Iw^ ^ (f^ ivifr sfk sif^fFm ^ ) ^ TJ^^ W^ ^ a n ^ ^^ pmn cfJt ^ cpm 
11(1-No Problem/cfff^ ww^ ^ „ 5- Great Problem / ^ >HH>WI) 
Funds are insufficient to meet the requirements 1 2 3 4 5 
aiTci^ ifgJcng^ ffN EFT c[?r 3T^ qei^ Emi 
Difficult to convince as there is a lack of trust 1 2 3 4 5 
/ fjr?crRT c[5t cfjT^ ->HgHRi ^ ^7f%^ 
Cost of fund is high/v3^ HFKT 1 2 3 4 5 
Process is time consuming /tfltfcbiciln yffh-yi 1 2 3 4 5 
Collateral/Guarantee is required /TTR^ T^T1%^  1 2 3 4 5 
Excessive paper work l^\*\'^ cpp} arf^ 1 2 3 4 5 
References/Assurances are required Iw^ 'mfl^ 1 2 3 4 5 
Chances ofobtaining finance are low ER JIM cF5t f^TWTTcHT cFT 1 2 3 4 5 
b) Rate the problems you have faced in raising debt capital (Banks and Financial 
institutions) /^3t^ ^ (f^ sfhf fM^ f^R^ iFT) xr^ fj^  -^y^ ^ f^rrfrar ^ -^ ^wi t , (1-No 
Problem e ^ -ww^ ^ , 5- Great ProblemE- w# >HH^wi) 
Funds are insufficient to meet the requirements 1 2 3 4 5 
/3||c|yijchdl;i>HK £PT cffT ai-gqeTSJ^T 
Difficult to convince as there is a lack of trust 1 2 3 4 5 
Cost of fund is h i g h / ^ 3 ^ efFm 1 2 3 4 5 
Process is time consuming lt\^fm^ u(sh<!Ji 1 2 3 4 5 
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Collateral/Guarantee is required /^TT^ E^rrfl^  1 2 3 4 5 
Excessive paper work /muv^ W2f sff^ 1 2 3 4 5 
References/Assurances are required /w^ w^ 1 2 3 4 5 
Chances of obtaining finance is low /epT w<\ ^ >{H*^ icni c^ f 1 2 3 4 5 
Q3. Do you have a new innovation/technology/R&D, which requires funds? /^ PTT 3TN^ ^m 
• No/^ 
I I Yes / (proceed to part b and c) / ^ (a afk b) m WJ sf^qicR ^ ) 
a) How much funds would you require? snwt f?t^ tR cffr 3)|c|yi|*di t 
I I Up to Rs 25 lakhs / 25 efm Wfi 
I I Rs 25 lakhs to Rs 5 crores / 25 en^ ^ 5 m\^ TRJ 
I I Rs 5 crores to Rs 10 crores / 5 ^ P ^ •^  io g > ^ cT^  
I I Above Rs 10 crores / io w^ ^ w^i: 
b) Do you feel it would be easy to raise capital? / gqr snwt crTcTT t % EFT STRTpft ^ 
• No /^ 
• Yes / ft 
Q4.Venture Capital can fund risky and new ideas without any guarantee. Have you heard 
of venture capital / ^ ^ ^ ^ VJIIRSIH Tjif afk ^ fcmR ^ 1eRf f^ 'mt€i £H 5^qe[«ET ^ P^ rm 11 
• No/^ 
I I Yes (proceed to part a) / ?t (a ^ ar^ TTieH cp^  ) 
a) Have you approached or availed Venture Capital funds for financing your business 
requirements / '^pn STR^ T^CRTPT ^ fer^  MRT fcf>m ^^ ER ^^ f^ f^ cT w<^ ^JT^ ^ fcT^ ? 
• No / ^ 
I I Yes (proceed to part b) /it (b ^ arg^ TeFT ^ ) 
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b) What problems did you face/perceive with Venture Capital Funds / ^^ =tR c^ l^ ricH T^ ij 
3TTWr cPiT wmu 3TTt/emcfr t?(l-Strongly Disagree / S^crnjjf aRTiTTfrr, 5-Strongly Agree 
Venture capitalist are unapproachable/ 1 2 3 4 5 
Venture capital is a costly source of raising capital/ ^^^ ^ Pte^f 1 2 3 4 5 
«H \3M(H^c1) ' ^ leT^t iTFTT " ^ 1 1 
Lackof control on business decision as VC interfere in business 1 2 3 4 5 
decisions / czrcRrrf^  f%4^  ^ Piij-^"! ^ armrcr 
Venture capital finances only high technology firms/ <^>f \3W 1 2 3 4 5 
d'*>'flct>1 cifr ^FSR c^RcicH EFT \d4c)d^ ^Rmr t 
Confidentiality is lost as business plans have to be to the 1 2 3 4 5 
disclosed venture capitalist / o^^^w^ ^ iflvini cfft [^TR ^#fefer?5 
cpf itcTHT t^cTT t f^RT^ RyciW-fliJdl # vin# t l 
Funds requirement for new venture are too small for Venture 1 2 3 4 5 
Capital funding / ' ^ QNR % fer^  EFT ^  STTCR^RKTT CTER cBnl^ fei-w ^ 
^FfT cFT ?tcft t l 
Negotiations with venture capitalist are time consuming / 1 2 3 4 5 
Chances of obtaining finance from Venture Capital is low 1 2 3 4 5 
£FT m f ^ ^ yraiPlcbcll ^ F f l 
Q5. Venture capitalist can provide assistance to the entrepreneur in various forms. The list 
given below shows the various methods by which a venture capital fund can provide 
help. Kindly rate their importance for your business. / ^NR c^ Rcei 3 T ^ wm^ ^  ^i^ ^' 
fcT^  >Hg|i(* t f^ ^ m> n^H cfj^ i / (1-Not important, [llc^d ^sre^ ^  5-Very 
Important «f^  "JTKT J^f^ rft) 
263 
Venture capital can provide funds for business / ^^=£f? cBfLjed 
Association with a venture capital can improve the 
brand image of your company / '^Fc^ c^ Rled •^  chH l^ ^ 
ifP^ W^ «raT^ ufT ^Hcf^ ft t l 
Venture capital provides help in strategic 
Planning /^ JIVJUMICI Hiui-Tlfri #g i-\^\M^ 
Venture capital can provide help in marketing your 
products/services/iTTc^f^ ^ >n^ Wc^  
Venture capital fund can provide technical assistance / 
Venture capital fund can help in raising funds from other 
sources / ^^ =ER cBRcid CITNR ^ ^ ^ ^ #cff ^ 'ft £R ^^ler^ 
Venture capital fund can provide operational help/ 
Venture capital fund can assist in manpower 
recruitment and training / ^ ^P^ mQ\ cfWf ^ 'Teff sfk 
yftraFT ^ ^&n<^\ i 
Venture capital provides assistance to improve 
corporate governance / ^wiRM* (^ u^ i^-Tl '% f^ i%^ ^ ^H^W* 
THANK YOU 
If you would like a copy of the results or if you want to discuss the survey, please call or 
mail t o /^am gft cfTpft xnf%^  eft ^fP^ ^ (ahinaruddin@ sify.com or 9415066672) 
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Indian Venture Capital and Private Equity Association (IVCA) 
IVCA is a member based national organization that represents venture capital and private 
equity firms, promotes the industry within India and throughout the world and encourages 
investment in high growth companies. 
The Indian Venture Capital Association was established in 1993 and is based in Delhi, the 
capital of India. IVCA's mission is to promote the development of venture capital and 
private equity industry in India and to support entrepreneurial activity and innovation. The 
IVCA also serves as a powerful platform for investment funds to interact with each other. 
IVCA members comprise venture capital firms, institutional investors, banks, incubators, 
angel groups, corporate advisors, accountants, lawyers, government bodies, academic 
institutions and other service providers to the venture capital and private equity industry. 
Members represent most of the active venture capital and private equity firms in India. 
These firms provide capital for seed ventures, early stage companies, later stage expansion, 
and growth finance for management buyouts/buy-ins of established companies. 
Indian Industries Association (IIA) 
IIA is an association of Micro, Small & Medium Scale industries having members 
primarily from the state of Uttar Pradesh. Through its efforts IIA has been able enroll 
entrepreneurs from all the districts of Uttar Pradesh. 
For more than two decades IIA has worked consistently for creating an environment 
conducive to industrial growth in Uttar Pradesh, disseminating valuable information on 
legal & technical aspects, latest development in industry and market, about latest 
Government policies, procedure and laws etc. apart from solving the teething problems of 
the Industry. IIA also organizes trade fairs, surveys and development programs for 
entrepreneurs at State level/ National level for promotion of Micro, Small and Medium 
Industries. 
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